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* cut costs 


* reduce 
errors 

* |mprove 
control 


NOW—A LOW COST 
Versatile Accounting Machine 


For less than 70¢ aday* youcanhave... @ Up-to-the-minute accounts receiv- 
able control producing accurate 


@ Customer’s statement and ledger a 
credit information. 


posted, balanced and automatically 

proved accurate in one operation. Instant conversion to duplex add- 
@ Early mailing of statements which ing machine. 

speeds collections . . . accounts are 

always in balance and consequently 

statements are always ready for 

mailing. 


@ Column selection is varied from 
one line of posting to another by 
simply moving the lever on the key- 
board. Even a change to a widely 

@ Time-consuming checking opera- varying application takes a matter 
tions are eliminated ... a trial of seconds—a quick switch of the 
balance may be taken at any time. control plate by the operator. 


"interest on investment—depreciation—all-expense maintenance 


U nderwood *” CLIP AND MAIL THIS COUPON FOR FULL INFORMATION, TO-DAY! 


Underwood Ltd., Adding and Accounting Machine Sales, 


6 8 135 Victoria St., Toronto 1, Ontario. 
Send me full information, proving that the Post-Master 
post-ma er “92” will really cut my accounting costs. 
¥ NAME Peaseceneas 
ss : COMPANY : 
, ADDRESS ; 


CCA-38-80 











What’s going on 
behind 
Bill’s door? 


The Marchant calculator demonstration Bill Harvey asked for 
.-.to see for himself how much time it will save on his figurework 


A Marchant is the ideal calculator for Bill’s business. 

A Marchant speeds figurework by delivering answers faster, 
with complete assurance of accuracy, and with remarkable ease 
of operation. These are the unique benefits of Marchant’s exclu- 
sive proportional-gear mechanism, which operates smoothly 
throughout the calculating cycle. No continual jarring start and 
stop; utmost dependability, longer life. 

Together, the speed, accuracy and dependability of Bill’s 
Marchant will make it one of his most profitable investments. 


FOLLOW BILL’S LEAD— MAIL THIS COUPON TODAY 


MARCHANT CALCULATORS 10. 


MARCHANT CALCULATORS, LTD. 
26 DUNCAN ST., TORONTO 2-B ONT. 
© You may have the Marchant Man arrange to demon- 


strate a Marchant calculator on our own figurework. 
Absolutely no obligation on our part. 


©) Please send me free descriptive literature on Mar- 
chant calculators. A-3 


High Speed 
Automatic 
Marchant 
Figurematic NAME 


PLEASE ATTACH COUPON TO YOUR COMPANY LETTERHEAD 


Modern Management Counts on Marchant 





Company Treasurers- 


We can help you keep your short term 
funds working. Call us for information on: 


Vv Treasury Bills 
¥ Government Bonds 


V¥ Instalment Finance Notes 


McLEop, YounG, WEIR & COMPANY 


LIMITED 


50 King Street West 276 St. James Street West 
Toronto Montreal 
EMpire 4-0161 Victor 5-4261 


Ottawa Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke Windsor Edmonton New York 


Canada’s Firat Bank 


WORKING WITH CANADIANS SINCE 1817 


The B of M was first to finance 


foreign trade, thus encouraging 183 ANK OF 
the development of early private 


enterprise among Canadians. 
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TREVOR F. MOORE (page 201) 


“The key to capital financing for 
continued expansion is planning for 
capital needs two to five years ahead. 
In successful financing, integrity, 
imagination and flexibility are the key 
words. If there is one absolute prin- 
ciple in financing, it is the paramount 
necessity of creating and maintaining 
investor confidence.” The preceding 
quote is from the lead article by 
Trevor F. Moore, “Capital Financing 
for a Growth Program”, in which the 
author points the way to some of the 
basic indicators of success in this com- 
plex field. Raising capital is one of 
the most important undertakings of 
any company and the various meth- 
ods of financing, with their advan- 
tages and disadvantages, are outlined 
in this discussion in the light of a 
constantly changing economy. 

Mr. Moore has the advantage of 
looking at this subject after many 
years of experience in and knowledge 
of financial operations and corporate 
fipancing. He has been a vice-presi- 
dent of Imperial Oil Limited for the 
past five years and, before joining the 
company in 1950, was associated for 
22 years with the investment firm of 
McLeod, Young, Weir & Co. Ltd., 
moving from sales and sales promo- 
tion to sales manager and, in 1946, 
becoming a director and vice-presi- 
dent of the company. He has taken 
part in many community activities 
and, during World War II, held 
executive positions in connection with 
Victory Loan drives. He is a past 
president of the Community Chest of 
Toronto, the Toronto Better Business 


Bureau and the Canadian Club of To- 
ronto. He is also a director of the 
Boys Clubs of Canada and a governor 
of the Toronto Western Hospital. 


J. B. HOWSON, C.A. (page 207) 

The responsibility of accountants 
who handle the audit of brokers and 
dealers in securities and commodities 
is a very special one. This highly 
specialized type of examination in- 
volves a number of unusual features 
and in “The Audit of Stockbrokers’ 
Accounts”, J. Beverley Howson deals 
with the preparation for the audit and 
the procedures to be followed on the 
audit date. This is one in a series of 
articles on the investment business in 
Canada which will be republished 
later in the year in a brochure. 


Mr. Howson is a partner in the firm 
of Thorne, Mulholland, Howson & 
McPherson and received his certi- 
ficate in chartered accountancy in 
1950. He is a member of the In- 
stitute of Chartered Accountants of 
Ontario. 


L. J. SMITH, F.C.A. (page 219) 

What is the tax position of United 
States citizens who choose to retain 
their citizenship while they reside in 
Canada? Although the number of 
American residents who have become 
Canadian citizens is in excess of 300,- 
000, there are more than 120,000 
American citizens now living in Can- 
ada who have retained their citizen- 
ship. For them, both Canadian and 
American tax laws are involved and 
in “Taxation of United States Citizens 
Resident in Canada”, Lancelot J. 
Smith deals with some of the ways 
by which their U.S. and Canadian 
taxes may be minimized. The author 
has written an article dealing with a 
subject which every chartered ac- 
countant practising in Canada should 


certainly know about. 
Continued on page 190 
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Audit 302 








Growing pains? 
Every firm goes through a period of growing 
pains. Swelling volume of work, new commit- 
ments and changes in policy become too much 
for staff and equipment. This is the time to find 
a means of simplifying routine, of preparing 
statements and accounts speedily, and of reduc- 
ing office costs: The Olivetti Audit 302, featur- 
ing real simplicity of operation, speed and 
versatility, can do much to ease the growing 
pains of any business and smooth its forward 
path into the future. 


new super automatic accounting machine with a typewriter keyboard 


Two registers 

32 tabulation stops and 16 calculation stops 
Four preset programmes from only one 
tabulation bar 

12 digits entering and 13 totalling 

Double front feed as well as back feed 
Platen split into two sections, 

which can be joined together 

Memory device 

Electrically operated typing keyboard 
Entries can be made during both the outward 
and the return movements. 


Olivetti (Canada) Ltd. 
TORONTO - 237 Yonge Street - Tel.: EMpire 2-2781 
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% you always KNOW 
day-to-day business facts 
with 


ACME VISIBLE 
RECORDS 


— FASTEST POSTING & REFERENCE 


If you need the right answers to these 
questions— 

V How to speed up posting 

V How to get fingertip refer- 
ence 

V How to signal vital data 

V How to shorten record 
routine 


—write or call Grand & Toy'’s prouaes 
DEPT. 83 Green Belt Drive, Don Mills 
Toronto —HI. 4-6671; or The Centre, 
Hamilton —LI. 4-2851. 


Bia eRe [he 


TORONTO - HAMILTON 





$25,000 


LIFE INSURANCE 


(20-year convertible reducing 
term insurance) 


ANNUAL PREMIUMS 


Age 30- $59.95 Age 40 - $111.23 
Age 35 - $79.10 Age 45 - $173.23 


269 Falstaff 
Avenue 
Toronto 


Insurance CH. 4-3123 


Representing Occidental Life 











OFFICE SUPPLIES - PRINTING - BUSINESS FURNITURE 





Continued from page 188 


Mr. Smith is a partner in the firm 
of Gunn, Roberts & Company, To- 
ronto, a Fellow of the Institute of 
Chartered Accountants of Ontario 
and a Governor of the Canadian Tax 
Foundation. He is also a member of 
the Taxation Committee and the 
Magazine & Publications Committee 
of the Canadian Institute of Char- 
tered Accountants. From 1943 to 1956 
he was the author of “How to Pre- 
pare Your Income Tax” which was 
published annually. 


H. C. DIXON, F.C.A. (page 225) 


While honesty, fairness and inde- 
pendence are accepted throughout 
the world as pillars of the profes- 
sion’s work, the thinking of account- 
ants varies on matters of detail con- 
nected with these principles. For ex- 
ample, there is unanimity on the im- 
portance of independence, but the 
way in which this objective is 
achieved differs in various countries 
according to their regulations. In 
“An International View of the Ac- 
counting Profession”, Harold C. Dixon 
comments on the opinions expressed 
on this subject by six practitioners 
from different countries who prepared 
papers for the Seventh International 
Congress of Accountants held last 
September in Amsterdam. 


Mr. Dixon is a partner in the Ham- 
ilton, Ontario, offices of Clarkson, 
Gordon & Co. He obtained his cer- 
tificate in chartered accountancy in 
19386 and was admitted a Fellow of 
the Institute of Chartered Account- 
ants of Ontario in 1956. Since 1948, 
he has been a special lecturer in 
Accounting at McMaster University. 
He is also chairman of the Executive 
Committee and deputy chairman of 
the Board of Trustees, McMaster Di- 
vinity College. He assisted in the 


Continued on page 192 


sg tines semi si ii cece iam = 


————— 


Fe as 


ef axe 


<-- 


\- go 





ONLY ONE PROCESS 


gives clean, complete, permanent 
copies 


A number of methods for transferring the image are used in photo-copying. Most 
effective is the diffusion or “peel-off” process, in which the negative is peeled off 
the copy, leaving a crisp, clean and permanent duplicate, not affected by light or 


ONLY ONE PAPER 


gives best results in machines using 


this process 


heat, on which everything is picked up from the original. 


This process produces single copies just as cheaply as those giving less satisfactory 


results. 


Gevacopy paper gives you the sharpest possible copies — jet black on pure white. 
It is also available in a selection of colours, and in various weights, (including 


translucent film and card stock). 


Gevacopy paper is a product of 


Mail coupon today for 
more information on 
Gevacopy paper. To 
appreciate the advant- 
ages of the diffusion 


process ... 


Have a demonstration and 
see the difference! 





on 
Gevaert (Canada) Ltd., 

| 345 Adelaide St. W. 

| TORONTO, Ontario. 


| Please send complete information. 





PORN Gasser see «apres ays cacti orea 





Continued from poge 190 


formation of the Chartered Account- 
ants Association of Hamilton and Dis- 
trict which has now more than 200 
members, and he served as secretary- 
treasurer and chairman of the Execu- 
tive Committee. 


J. W. BENNETT, C.A. (page 214) 

In “Training and Preparation for 
C.A. Examinations”, John W. Ben- 
nett suggests that those responsible in 
chartered accountant firms for the 
training of students should ask them- 
selves at frequent intervals whether 
they are taking adequate measures to 
see that their students are getting the 
experience they need and how ef- 
fectively they are assisting in the 
preparation for their examinations. 
Failure to carry out such obligations, 
the author points out, means that they 
are not fulfilling their responsibilities 


DIRECTOR OF FINANCE 
—Purchasing and Stores— 


required by 


Department of Veterans Affairs 
wa 


$11,500 — $12,500 


@ The appointee will act as adviser 
~ on the financial aspects of all 
phases of the operations of the 
Department of Veterans Affairs, 
including budgetary control and 
hospital costs. 

@ Candidates must have registered 
membership in a recognized pro- 
fessional accountants’ association, 
or university graduation with 

tion in Commerce or 
Business Administration. Exten- 
sive responsible related experi- 
ence is essential. 


For details, write to 


CIVIL SERVICE 
COMMISSION, OTTAWA 


Please quote competition 58-580 





to the profession. The demand for 
highly qualified accountants increases 
with the growing complexity of our 
business society, and John Bennett’s 
study of what can be done to assist 
students will be of considerable in- 
terest to readers. 


The author speaks from experience 
both as a partner, since 1956, in 
Deloitte, Plender, Haskins & Sells, To- 
ronto, and as a former student who 
took an active part in student affairs. 
He was a member of the Students’ 
Council of the Institute of Chartered 
Accountants of Ontario for three 
years and president of the council in 
1949. He is at the present time a 
member of Council of the Institute 
of Chartered Accountants of Ontario 
and serves on the Public Relations 
Committee of that Institute. 


EDITORIAL (page 199) 

One of the most difficult problems 
in connection with setting up a pro- 
fessional practice is deciding on the 
right moment to do so. This month’s 
editorial, contributed by K. Douglas 
MacLennan, not only challenges our 
members to consider their personal 
qualifications for establishing a prac- 
tice but questions whether golden 
opportunities are being missed in 
starting on their own in this period 
of Canada’s national development. 

Mr. MacLennan obtained his cer- 
tificate in chartered accountancy in 
1944 and, after working with nation- 
al firms of public accountants in the 
United States, he established his own 
practice in Windsor, Ontario in 1951. 
Since writing this editorial, he has 
merged with Clarkson, Gordon & 
Co., becoming a partner of that firm. 
He is a member of the Michigan As- 
sociation of C.P.A.’s and served on 
their Committee on Professional Edu- 
cation and the Committee on Audit- 
ing Procedures. 
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“Our National Class 31 


Accounting Machine is 


both Reliable and Flexible” 


writes H. A. Clarke, Assistant Secretary-Treasurer, 
The Canadian Salt Company Limited, Montreal. 


“In January 1956 during the process of revising our 
accounting system, we installed a National Class 31 
Accounting Machine. 
“Our National is used for all accounts receivable postings, 
monthly trial balance, draft writing, accounts payable 
analysis and salary records. 
“We have been very pleased with the performance of this 
machine which we have found to be both reliable and flexible. 
“We also wish to compliment you on the quality of the service 
you have given us at all times.” 


Include National in your accounting plans. 
A National system will save you money, 
effort and time. For complete information, 
contact your nearest National Representative 
and ask him for a demonstration. He's 
listed in the Yellow Pages under Account- 
ing Machines: National. 





THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED. Head Office: Toronto. Sales Offices in Principal Cities. 


Netorr0tl nccountine MACHINES —ADDING MACHINES — CASH REGISTERS 
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Appeals to the Courts in 1957 

The taxpayer tcok 195 appeals to 
the Income Tax Appeal Board in 
1957, according to a tabulation made 
by CCH Canadian Limited, and won 
69 of them, at least in part. Of the 
21 appeals he took to the Exchequer 
Court, the decision was in his favour 
in 8. The Minister in his appeals to 
the Exchequer Court was victorious 
in 7 out of 10. The Supreme Court 
of Canada, in a rehearing by the 
full court of an appeal by the Minis- 
ter, found in his favour. The tax- 
payer referred two appeals to the Su- 
preme Court, but lost both of them. 


Information Bulletin No. 11 

“Expense Allowances for Construc- 
tion Workers” is the title of Informa- 
tion Bulletin No. 11 issued on Janu- 
ary 30 by the Taxation Division of 
the Department of National Revenue. 
Superseding Information Bulletin No. 
10, it permits a construction worker, 
required by his duties to be away 
from his ordinary place of residence 
for not less than 36 hours, to be paid 
a reasonable allowance in respect of 
his board, lodging and transporta- 
tion which need not be taken into ac- 
count in computing his income for 
the year. 


The Gordon Report — Services 

A study of Canada’s service indus- 
tries, prepared by experts at the Bank 
of Montreal under the auspices of the 
Royal Commission on Canada’s Eco- 
nomic Prospects, is now available 
from the Queen’s Printer at $2.00 a 


copy. It is a compendium of submis- 
sions made to the commissioners, as 
well as comments and suggestions 
from the commissioners and other in- 
terested persons. Included in the 
service industries are trade, finance, 
commercial and personal services, 
transportation and public utilities. 


Electronic Computer for U. of T. 

A new “electronic brain” is being 
installed in the University of Toron- 
to’s computation centre. An IBM 
Type 650 magnetic drum data pro- 
cessing machine, it will have several 
magnetic tape units which read or 
write at the rate of 15,000 characters 
a second. It performs at the rate of 
78,000 additions and subtractions a 
minute. 


Tax Agreements Signed 

Canada has reached an agreement 
with Germany for the avoidance of 
double taxation with respect to in- 
come tax. She also has made 
agreements with the Union of South 
Africa for the avoidance of double 
taxation with r to both income 
tax and death duties. Acts enforcing 
these agreements were proclaimed 
on January 1, 1958. 


Income Tax Brief 

The Taxation Committee of the 
Canadian Institute of Chartered Ac- 
countants and the Taxation Section 
of the Canadian Bar Association have 
prepared a joint brief on the Income 
Tax Act for submission to the Minis- 


ters of Finance and National Rev- 
Continued on page 196 
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puRROUGHS DIRECTOR =" 


budget-happy 


Compact 

Burroughs Desk 
Accounting Machine 
_ to any small business 
bookkeeping 


system 


Reg. TM. 


‘‘Burroughs”’ 


*& accounting! 


A thrifty swifty, that’s the Burroughs Director 
—the compact, automatic accounting machine 
keyed to the small and medium-sized business 
budget. 


Wait till you see its low, low price tag. And all 
those ‘‘big machine” features—fast front feed, 
short-cut keyboard, automatic dates, add, non- 
add, subtract and carriage return. Reverse 
entry key. 


Practical? You bet! Economical? Emphatically! 
Why not call our nearby branch office for the 
complete story, plus a free trial demonstration 
right in your own office. Burroughs Adding 
Machine of Canada, Limited. Factory at 
Windsor, Ontario. 


Accounting Machine 





Continued from page 194 


enue. The text of the brief appears 
on pages 230 to 249 of this issue. 


Executive Development Course 

A four-week summer school in 
“executive development” for men in 
the middle-management group will be 
offered by McGill University School 
of Commerce from May 26 to June 20, 
1958. Courses will be given in fi- 
nance, marketing management, busi- 
ness policy and human relations by 
means of lectures, supplemented by 
case studies, seminars and confer- 
ences. Since the total registration 
will be limited to about 30, those in- 
terested should apply as soon as pos- 
sible for application forms and any 
additional information to Professor 
Eric W. Kierans, Director of the 
School of Commerce, McGill Univer- 
sity, Montreal. 


Trade with Japan 

Final figures for 1957 show that 
Canada’s exports to Japan have risen 
to a record high of $140 million. Her 
purchases from Japan in 1957 re- 
mained at about the $60 million dol- 
lar level reached in 1956. 


Liability and Inventory Forms 

The certificate forms for the con- 
firmation of inventories and liabilities 
made available by the C.I1.C.A. office 
in December have proved very pop- 
ular with the profession. The initial 
supply was exhausted in three weeks, 
and the stock has now been increased 
to meet the demand. Either the in- 
ventories form or the liabilities form 
may be obtained at a price of $1.00 
for 50 or $2.00 for 100. Each is avail- 
able in English and French. Orders 
should be sent to The Canadian In- 
stitute of Chartered Accountants, 69 
Bloor Street East, Toronto 5. 


Oil and Gas Tax Conference 

A second annual conference on oil 
and gas taxation and estate and gift 
tax planning is being planned for 
May 14 to 16 by McMurry College, 
Abilene, Texas. Russell C. Harring- 
ton, Commissioner of Internal Rev- 
enue, will be the guest speaker at the 
conference’s banquet, and nationally 
known experts will lead the discus- 
sions. For further information write 
A. R. Cecil, Dean, School of Business 


Administration, McMurry College, 
Abilene, Texas. 
Organ of English Institute 


With the appearance of its January 
issue, Accountancy became the offi- 
cial organ of the Institute of Charter- 
ed Accountants in England and 
Wales. For nearly 70 years this 
journal was published by the Society 
of Incorporated Accountants and Au- 
ditors which has now been integrated 
with the Institute. 


Secretaries Institute 

Letters patent have been issued in- 
corporating the Chartered Institute of 
Secretaries in Canada. This action 
may be followed in some provinces 
by application for incorporation on a 
provincial basis. 


In the News 

Leon Pare and DonaLp GuRARIE, 
both members of the Ontario Insti- 
tute, have been designated chairmen 
of the accountants group for the 1958 
United Jewish Appeal of Toronto. 


Your Red Cross 

A generous donation to the Cana- 
dian Red Cross means help for any- 
one in need, and you may be helping 
yourself. 
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What writes 


100 times 


faster than ae 
this... \\""@F and never 


makes 
a mistake? 





The answer is A-M business machines. They do repetitive writing at 
100 and more times the speed of manual copying and do it with 100% 
accuracy. But that’s only the beginning of how A-M contributes to 
efficiency in office and industry through modern business systems. 
You can help your clients to cut clerical costs and achieve increased 
accuracy, control and speed through acquainting yourself with the many 
innovations introduced by A-M business systems. Payroll, bills of material, 
purchasing and receiving records, order invoicing, billing and collecting, 
are only a few of the many jobs which A-M systems have brought to a 
new peak of efficiency. 
A-M has been in the forefront in developing office automation. It has 
pioneered equipment which makes possible an entirely new concept of 
speed and accuracy in specialized business procedures, 
Addressograph-Multigraph is anxious to keep you informed about new 
developments in office systems, and to make available its long experience. 
Our systems’ experts are always happy to work with you on practical, 
economical solutions to specific client problems, and to make concrete 
recommendations. 


Production Machi Busi: R ds 
roduc achines for Business Recor —-MAIL THIS COUPON TODAY — 
ADDRESSOGRAPH-MULTIGRAPH OF CANADA LTL., 


Addrassograph- § ‘vines; tm | 


+ 


: Gentlemen: 
e Please place my name on your mailing list to receive 
M Uu /; t J Td hs bulletins on new developments in business systems. 
1g P PU oe cdscncdovrccccccecesonesecccseseasee | 
of Canada l imited Ss Ancinngihvsensnsasutacnnadmarcice | 
SUMEET « ceaccese SoPosscncrcccrccsccesscooccee | 
Branches throughout Canada rmegecssteersercscistess at eencos setae 8 
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What Do You Recommend ?... 


Year after year this single question seems to be asked us more 
frequently than any other. For an organization such as ours with 
broad experience and access to many markets, it should be easy to 
answer .. . it’s part of our business. And very often it is easy to 
answer . . . it’s easy when our client has taken us into his confidence 
... we know his aims, his objectives, his requirements. Together we 
work out a program to do what he wants done, and to the best of our 
ability, we see to it that our recommendations fill his particular bill. 


You see, we at Ames regard the investing of money as a pretty 
personal business. The personal requirements of our clients demand 
our personal care, thought and study. In many, many cases, the 
personal relationship is really a ‘‘professional” relationship, and a 
competent investment adviser no more has a “‘universal” investment 
recommendation than a competent medical adviser has a “‘universal”’ 
prescription. Short term government bonds won’t produce 5% 
income ... common stocks won’t protect a short term cash 
requirement. 


So... to get back to the question ... when we make an investment 
recommendation, we like to feel that it will meet the personal 
requirements of the individual. Experience has proved to us that a 
personal, confidential relationship between investor and investment 
adviser is the only sound basis for investment recommendations. 
This, of course, means personal service . . . the type of service which 
is available to our clients . . . available to you. You will be welcomed 
in any of our offices, or, if more convenient, we will be happy to 
discuss your personal investment program by mail. 


A. E. Ames & Co. 
Limited 


Business Established 1889 


TORONTO 
MONTREAL WINNIPEG VANCOUVER VICTORIA CALGARY LONDON OTTAWA 
HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 


NEW YORK BOSTON LONDON, ENG. 





ON STARTING A PRACTICE 


Many OF ouR members have within them that “divine discontent” 
challenging them to establish their own professional practices. While 
the possibilities intrigue them, some justify delaying a start because 
they require more capital and because of the varied experience that 
they are obtaining. Others who have left public work are afraid 
that, having been away from practice for some years, they may 
not have the ability and experience necessary to be successful in 
their own practice. And so they too continue along, reappraising 
the opportunities in public accounting and comparing them with 
their own circumstances. 

Personal characteristics required by a student entering chartered 
accountancy include a good mind, integrity, stability of character and 
temperament, a determination to improve, and a desire to recognize 
opportunities and achieve his greatest possible degree of success. 
Some of these characteristics are particularly important to the chart- 
ered accountant considering establishing his own practice. 

He must have pride in his performance, the type of pride that 
caused the ancient Greeks to finish their marble building blocks on 
the unseen inside surfaces to a high degree of perfection. The 
reputation of an auditor developing a practice is judged eventually 
according to his underlying work which only comes under scrutiny 
when inquiries are made by the taxation authorities, interested bank- 
ers, or inquisitive clients. The young accountant will usually have 
to prove himself to the public over a period of time before he will 
get engagements of any great responsibility. Meanwhile, while he 
is doing mostly bookkeeping work, this pride in his performance 
must be sufficiently strong to prevent him from losing sight of his 
original aims and ideals. 

He must express himself well orally and in writing. Basically 
he is selling intangibles — knowledge and ideas. He must have the 
power of imparting these intangibles to the public, and the tact, 
diplomacy and understanding of human nature necessary to bring 
his clients to his way of thinking. He must be self-reliant, self- 
disciplined, and have the determination to struggle through many 
discouragements. 
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Insufficient experience is the chief cause of failure of new ac- 
counting practices. The problems of small business are usually as 
complex as those of a large business. Considering that the small 
business lacks a staff of specialists, the auditor serving small business 
must have an extremely wide background. 

These qualifications appear formidable, and anyone contemplat- 
ing establishing a professional practice must appraise his deficiencies. 
On the other hand, as William James stated, we usually function at 
only 20% of our capacity. Under the challenge and inspiration of 
our profession we are all surprised at our accomplishments when cir- 
cumstances demand the exceptional. 

The work force in Canada was 5,700,000 in 1956 and the Gordon 
Report tells us that it will be 9,637,000 by 1980. The national in- 
come was $18,808,000,000 in 1954 and it may amount to $75,000,000,- 
000 by 1980. This tremendous rate of growth should raise the ques- 
tion in all our minds — are we employing our efforts in the most 
effective directions? It should raise the further question to anyone 
aspiring to become a practitioner — am I missing my golden oppor- 
tunity by delaying? 

There has never been a time in the history of Canada when 
there has been greater opportunity for men embarking on their pro- 
fessional careers in public practice than there is today. Are we 
blindly accepting the growth of Canada and our profession as a 
normal pattern and failing to realize the resulting opportunities? 


NEW EDITOR FOR THE TAX REVIEW 


With the current issue, A. Willard Hamilton relinquishes his 
position as Editor of the “Tax Review”. He has written for the de- 
partment entirely alone for the past year and has added much to 
the prestige of the chartered accountant in tax practice. The Editors 
of The Canadian Chartered Accountant are deeply grateful to 
Mr. Hamilton for the part he has played in making this department 
such an important feature of the magazine. 

Beginning next month, the “Tax Review” will be edited by 
Campbell W. Leach, a partner in the Montreal office of McDonald, 
Currie & Co. Mr. Leach has been a member of the Institute of 
Chartered Accountants of Quebec since 1931 and for the past 20 
years has made a study of tax matters. His activities have included 
serving as a member of the C.I.C.A. Taxation Committee when the 
present Income Tax Act was rewritten to supersede the old Income 
War Tax Act and three years as Governor of the Canadian Tax Foun- 
dation. For the past five years, he has been chairman of his firm’s 
Taxation Committee and is currently a vice-chairman of the Cana- 
dian Tax Foundation. Mr. Leach has contributed articles to The 
Canadian Chartered Accountant and we are fortunate in having per- 
suaded him to take over the editorial duties of this department. 
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Capital Financing for a 
Growth Program 


TREVOR F. MOORE 


IN ANY ENTERPRISE the planning for 
capital requirements begins many 
years ahead of the actual need. Es- 
sentially it is based on management's 
estimate of the company’s rate of 
growth in terms of market demand, 
national growth and competition. In 
other words, management has to an- 
swer the question: “Where are we 
going?” and “How should we get 
there?”. 

Good capital planning should re- 
late the company’s growth program 
to the pace of the industry and the 
direction of the nation’s economy gen- 
erally. The degree to which a com- 
pany succeeds under these changing 
conditions depends on how accurate 
are its forecasters in divining the 
ends, and how effectively manage- 
ment devises the means. 

In our economy, with its multitude 
of companies in a variety of indus- 
tries, it is not possible to set down 
any hard and fast rules on capital 
financing. This paper hopes to point 
the way to some of the basic in- 
dicators of success in this complex 
field. 

Planning for growth is based on 
what experience has taught and what 
forecasting predicts. The limits of 
a planning period often are arrived 


at with an eye to the length of time 
that must ensue before a major cap- 
ital project or development program 
materializes from a concept to an 
actual operation, a three-to-five year 
period being characteristic of many 
large enterprises. 

Chiefly from its operating depart- 
ments, a company coordinates all the 
information and advice it can muster 
regarding estimates of sales, supply 
conditions, and the position of the 
industry in relation to domestic, and 
perhaps world, markets. This is re- 
ferred to as the operating program. 
It is compiled at least once each year 
and revised as many times as neces- 
sary. From it stem the estimates of 
departmental and corporate profits, 
capital expenditures, cash position, 
etc. 


Motives for Expansion 


When an operating program has 
been projected, and the forecasters 
have given their best estimates of 
likely trends, the company’s manage- 
ment may conclude that all available 
information indicates the need for ex- 
panded capacity. There may be many 
motives for arriving at such a deci- 
sion. Management might see the 
need for expansion to (1) maintain 
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the company’s competitive position in 
a growing industry, (2) ensure great- 
er stability of earnings by extending 
or acquiring some major phase of the 
industrial process, (3) reduce risks by 
expanding into more diversified activ- 
ities, (4) attain economies of ad- 
ministration and more certainty in 
supplies, transportation and distribu- 
tion. These are common examples, 
and there may be other motives for 
expansion. 

Once the decision has been made 
to expand, the two primary questions 
asked by management are: first, what 
can we do to finance such a program 
internally, without borrowing? Sec- 
ondly, if we decide to go to the 
market for our funds, what type of 
offering would yield the best results 
for the company? 


Trends in Financing 


Canadian business has financed the 
larger part of its capital programs 
internally, by use of shareholder 
funds, retained earnings, depreciation 
and the sale of assets. In the years 
1945 to 1954, undistributed corpora- 
tion profits and depreciation allow- 
ances financed 52% of total new 
private investment in Canada. In re- 
cent years there are instances of 
growth companies internally provid- 
ing over 80% of their financial needs. 
In periods of extremely active growth, 
however, it becomes increasingly dif- 
ficult to keep pace with expansion 
solely by internal financing and, as 
recent experience has shown, the sale 
of securities to the public is likely 
to become necessary. 


Cash Forecasting 

To answer the question of how 
much financing, a company usually 
will start with that basic component 
of the planning period — the cash 


forecast. The problem of capital 
needs will be approached by fore- 
casting what the cash position will be 
at the end of the current year, and, 
assuming a typical five-year planning 
period, at the end of each of the four 
subsequent years. 


The management of a corporation’s 
cash flow is an important factor both 
in short term and long term fore- 
casting. On a long term basis it is 
an attempt to maintain an adequate 
flow of funds to meet the projected 
needs of the company. The same 
purpose holds for the short term, plus 
ensuring that such funds are fully em- 
ployed. The cash position, by reveal- 
ing the adequacy of working funds, 
serves as the indicator to warn man- 
agement when the point may be 
reached at which additional funds 
may be required. 

Cash forecasting procedures vary 
greatly among different firms and in- 
dustries, but essentially they are 
based on painstaking estimates of the 
sales outlook. When the final sales 
estimates are interpreted and correlat- 
ed, they are translated into dollar 
revenues and net profits for depart- 
ments and with suitable adjustments 
for the corporation. 


Throughout the cash forecast peri- 
od, it usually is assumed that changes 
in prices cannot be predicted. Ob- 
viously, variations in actual figures 
compared with estimates resulting 
from a change in prices or operating 
costs will be recorded as they occur. 
The forecast is altered accordingly, 
and the whole position is reviewed in 
terms of the latest estimates of sales 
and profits available for the current 
year. Revisions are made in the es- 
timates of the next four years to take 
into account a change in margins or 
some substantial change in the es- 
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timates. In character, the forecasting 
process really is a continuing program 
of perpetual change and adjustment. 

The cash forecast provides a com- 
pany with estimates on which its de- 
partments can base their current and 
capital programs. Its purpose is to 
provide a knowledgeable estimate of 
sales, costs, depreciation and profits, 
and, assuming taxes remain the same, 
net profits after taxes. 

From these figures we can com- 
pare retained cash earnings, i.e. after 
dividends, net profit plus deprecia- 
tion, with the estimate of capital ex- 
penses. The amount by which the 
latter exceeds retained cash earnings 
is the amount by which cash will be 
depleted. Now managment has 
reached the point where they can 
take a look at the cash and equivalent 
position, such as short-date govern- 
ment securities and other paper, and 
ascertain how long before it will be 
reduced to a minimum amount re- 
quired for the company’s day-to-day 
business. 


In this entire procedure of cash 
forecasting, we have endeavoured to 
accumulate sufficient information to 
trace the financial position of the 
company at the end of the current 
and each of the next four years, with 
emphasis upon the cash position. 
Other needs and more sudden re- 
quirements for cash are outlined fur- 
ther on. 


Let us assume that the estimated 
cash position goes below the normal 
everyday requirements of the busi- 
ness by the end of 1958. If this es- 
timate is accurate, and the company 
will know more about it when the 
up-to-date forecast is available, the 
time of financing can be narrowed to 
a period of, say roughly, the fall of 
1958 or the spring of 1959. At the 
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present time [the autumn of 1957] 
the treasurer and comptroller, who 
are immediately responsible for the 
finances of a company, will be dis- 
cussing informally what their recom- 
mendation will be in the light of 
today’s conditions. 

It is at this stage that the question 
of providing additional funds is thor- 
oughly examined, and we return to 
our first question: should this be 
done internally? 

The first step that would likely be 
considered on this question is what 
could be done through a renewed ef- 
fort to increase sales and reduce costs. 
Increased emphasis would be placed 
on minimizing accounts receivable 
and inventories. Other alternatives, 
such as the sale of assets, would also 
be considered. 


Basic Factors 


If the decision is to obtain funds by 
new financing, the following ques- 
tions would be carefully studied: (1) 
the amount of funds required, taking 
into account the needs over, say, a 
three-year period or perhaps for a 
much longer period, (2) what cor- 
porate restrictions may exist with re- 
gard to changes in the capital struct- 
ure, (3) the condition of the money 
market at the time of issue, and (4) 
what type of issue would ensure the 
lowest cost, protect the shareholders 
and have the least impairment on 
future borrowing power and methods 
of financing. 


Types of Issue 

In a well established company, the 
corporation’s officers would likely 
weigh the attributes of a debenture 
issue, with few if any restrictions, 
against the desirability of issuing 
common shares. Alternatively, they 
might consider a combination of the 









204 THE CANADIAN CHARTERED ACCOUNTANT, MARCH, 1958 


two, in the form of debentures con- 
vertible into common at attractive 
prices in relation to the current mar- 
ket or with valuable rights attached, 
either of which would tend to reduce 
the coupon rate for a company with 
A-1 credit. Such a step can involve 
dilution of the ejuity unless existing 
common shareholders are prepared to 
buy sufficient of the debentures to 
maintain their proportionate interest 
in the equity. This type of financing 
is a means of raising equity capital 
in that, if the rights to convert or 
purchase have been shrewdly priced, 
it will be a matter of a few years only 
before the outstanding debentures are 
replaced with common stock. 

The key to capital financing for 
continued expansion is planning for 
the capital needs two to five years 
hence. For a rapidly-growing, healthy 
business, it is probably an advantage, 
in terms of investors’ confidence, to 
give the public an opportunity to 
share in its expansion through the 
issuance of securities. Whether or not 
this should be done by infrequent 
large issues or by coming to the finan- 
cial market every two or three years 
is another decision which manage- 
ment may be in a position to make. 


= 


Credit Rating 

The guide to such decisions is the 
basic premise that the company’s 
credit position should be unimpaired. 
Credit may be determined statistical- 
ly by many things: times-interest 
coverage, the ratio of debt to share- 
holder investment and so on. 

When the financial officers have 
reached the stage where a recom- 
mendation on the type of financing is 
ready, it is common practice to con- 
sult outside advisers, the investment 
houses. Such consultations relate en- 


tirely to ways and means, and costs. 
The Board of Directors makes the 
final decision on these recommenda- 
tions, and the company is ready now 
to enter into an agreement for under- 
writing and to prepare a draft pros- 


pectus. 


Problems of a Bond Issue 

Let us assume the decision is made 
to issue bonds. 

A company with top credit rating 
would not likely be required to have 
its debentures secured by mortgage 
against company property. More than 
likely, the only restriction would be 
to the effect that the company would 
covenant not to issue a_ security 
which would have a claim prior to 
this debenture issue. Having in mind 
existing debt and the possibility of 
further debt financing, sinking fund 
and redemption provisions are care- 
fully debated, as is also the term of 
years to maturity. Finally, of course, 
are the matters of price and the un- 
derwriting fee or commission. These 
may have been patterned by previous 
negotiations, in which case they will 
not be too difficult to settle. 

In the matter of price, the company 
is torn between a natural desire to 
obtain the best possible price and a 
hope that the buyers will not only be 
attracted by but will be happy with 
the immediate and future market 
quotation for the issue. Even when 
the company has a firm underwriting 
and is assured of its funds, barring a 
political or financial catastrophe, it is 
not pleasant to see the offering drag 
over a period of many weeks, indicat- 
ing that the decision with respect to 
price erred on the high side. 

Pricing of an issue, which includes 
coupon, term of years and actual 
price, requires expert handling. It is 
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a matter for discussion and judgment 
among the financial officers of the 
company and those experts in the in- 
vestment field who, as marketers of 
securities, should know the answer. 

A similar period of discussion pre- 
cedes an offering of common shares, 
particularly if the offering is to the 
market without preference to share- 
holders. In this instance pricing may 
be more difficult. If the company has 
decided that to avoid dilution of 
shareholders’ interest, equity capital 
will be raised by the offering of 
rights, the investment houses may 
agree to underwrite that portion of 
the shares not taken up by share- 
holders. 


Other Conditions of Financing 

Despite all forecasting, however, a 
company may face a relatively sud- 
den need for funds because of an un- 
expected opportunity to acquire 
valuable assets. If it goes to the 
market, a company would evaluate 
the same basic factors, but in terms 
of the immediate need for funds and 
their purpose. For purposes of such 
financing, bonds would have the ad- 
vantage of stated maturity dates, and 
the interest costs would be tax de- 
ductible. A preferred stock issue does 
not require a pledge of assets; it 
could be subject to retirement and, 
without convertible or participating 
provisions, it would not likely injure 
the interests of the common share- 
holders. As preferred stock is retired, 
the position of the common stock 
tends to be improved. But a pre- 
ferred stock dividend is usually high, 
to attract the investor, and is not de- 
ductible from corporate profits be- 
fore computing taxes. 

The company must balance the 
need to attract funds quickly, with 


the necessity of maintaining a good 
capital structure and credit rating. 


New Companies 

To this point we have considered 
only the well-established company. 
Comparatively new companies, re- 
quiring capital from the public mar- 
kets, must establish their credit. This 
will be easier if a well known and 
reputable investment house promotes 
the financing. Assuming a good basis 
of equity capital, such companies 
must offer their bonds or debentures 
at rates which are more attractive 
than normal, or with equity capital 
attached in one form or another. 

In recent years we have seen many 
instances where newly established 
companies with good growth possi- 
bilities have financed through the 
issue of notes or debentures which 
are little more than a promise to pay. 
Such issues may be convertible or 
have warrants to buy common shares 
attached, or they may carry with the 
original offering some common shares, 
the price of which is included in 
the “package”. Such “package” offer- 
ings, however, also may be symp- 
tomatic of tight money conditions in 
the market generally. 

Regardless of its status, a com- 
pany going to the market will mea- 
sure carefully the attributes of debt 
and equity in terms of the purpose 
for the new funds, its capital struct- 
ure, credit rating, and the cost. It will 
survey the condition of the market, 
and make comparisons of costs be- 
tween interest obligations and divi- 
dends per common share. Astute tim- 
ing is of the essence. 

Whatever decision is made, it will 
be based on considerable study and 
thought with a view to supplying the 
company’s financial requirements for 
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a given period of years, and provid- 
ing that all-important balance be- 
tween debt and equity. Events of 
the past few years have shown that 
there are an infinite number of varia- 
tions in patterns of capital financing. 
As indicated, there may be times 
when such patterns of financing are 
dictated merely by the need for more 
funds. 


company’s growth potential, investors’ 
confidence is based on many intang- 
ible factors which reflect the com- 
pany’s standing in the community. 
The frank disclosure of pertinent in- 
formation in the annual financial 
statement, the business and commun- 
ity activities of the company’s execu- 
tives, and its treatment of employees, 
and general responsibilities, are all at- 


tributes which, over the years, go into 
the building of a corporate character. 

Without that vital element of pub- 
lic trust and community approval, no 
business can long survive. It is the 
aga single most important factor to be 
taining investor confidence. kept in mind as you approach the 

Aside from statistical measures of financing period and plan for the 
credit rating, and estimates of the future. 


In successful financing, integrity, 
imagination and flexibility are the 
key words. If there is one absolute 
principle in financing, it is the para- 
mount necessity of creating and main- 


PERSONNEL FUNCTION OF MANAGEMENT 


In the task of management the human factor has emerged as one of 
critical importance. The employment of human resources to the best pos- 
sible advantage of the enterprise presents a major challenge to management. 
This fact has led to the recognition of personnel management as a distinct 
function which must play its full part in the formulation of managerial policy 
and in the direction of day to day affairs of the enterprise. To achieve these 
ends the personnel function is concerned with the identification, evaluation, 
coordination and control of the human factors involved in the management 
of an enterprise. Essentially it has the responsibility for ensuring that the 
intangible factors and imponderables associated with human behaviour are 
given the emphasis they deserve in the councils of management. The full 
significance of these factors to the successful operation of the enterprise is 
not always apparent at first sight. It is the task of the personnel function 
to ensure that they are taken fully into account in conjunction with the more 
obvious and easily measurable material factors such as plant, materials and 
finance. To be effective, the personnel function requires a proper allocation 
of managerial resources of knowledge, skill and character. 

— “Personnel Function of Management” by M. Forman, a paper delivered 
to the Conference on Human Relations in Industry, Rome 1957. 














The Audit of Stockbrokers’ Accounts 





J. BEVERLEY HOWSON 


ONE DEFINITION of a broker, given by 
the Oxford dictionary, is “middleman 
between buyer and seller, agent”. 
The stockbroker not only fulfils this 
function these days, but also may act 
in the underwriting, promotion and 
distribution of securities, be cus- 
todian of clients’ securities, and pro- 
vide information on investments and 
other services. Since he deals almost 
entirely in other people’s property 
which is of a very valuable and port- 
able nature, his responsibilities are 
even greater than most other kinds 
of brokers. Because of this, he is 
regulated by a very extensive system 
of control and audit in addition to 
that portion of common law pertain- 
ing to brokers generally. 

The largest number of stockbrokers 
and securities dealers in Canada are 
in Ontario and Quebec. The Secur- 
ities Act of these provinces puts the 
general regulation of the Investment 
Dealers Association, the Broker-Deal- 
ers Association and the Stock Ex- 
changes in the hands of their respec- 
tive governing bodies. The Securities 
Act of ‘Ontario, for example, requires 
the following: 

33. Every Stock Exchange, the Central 
District of the Investment Dealers’ As- 
sociation of Canada and the Broker- 
Dealers Association of Ontario shall, 
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(a) select a panel of auditors each of 
whom shall have practised as such 
in Ontario for not less than five 
years and shall be known as a panel 
auditor or members’ auditor; and 

(b) employ an exchange auditor, dis- 
trict association auditor or associa- 
tion auditor, as the case may be, 
whose appointment shall be subject 
to the approval of the commission 
and the appointee shall be an aud- 
itor who has practised as such in 
Ontario for not less than ten years. 
(R.S.O. 1950, C. 351, S. 33.) 


Each association member must 
select his auditor from the panel men- 
tioned in (a) above, who makes the 
audit of that member required by the 
rules of his particular association and 
reports thereon to the association 
auditor, mentioned in (b) above. 


The Act also requires that these 
regulations concerning audits and the 
audits themselves be satisfactory to 
the commission mentioned, which is 
the Ontario Securities Commission. 


Brokers and investment dealers 
who are not members of the associa- 
tions mentioned above come under 
the direct control of the commission 
and are required to keep proper re- 
cords, and file annually and otherwise 
as required certified financial state- 
ments reported on by their auditor. 
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The exchange or association aud- 
itors issue instructions to the mem- 
bers’ auditors which set out the min- 
imum audit requirements, and the 
forms and reports to be made. It is 
up to the panel auditor to decide 
whether these minimum requirements 
are sufficient in any particular case. 
The requirements of the various ex- 
change or association auditors vary 
somewhat in detail but all can be said 
to be designed for the same purpose, 
that is, to ensure that the member is 
solvent and that he is adhering to the 
rules of his association or exchange. 


Preparations for Audit 

There are two types of regular 
audits, the annual audit which is on 
a fixed date and the surprise audit 
which, as the name implies, is called 
at some date chosen by the governing 
body. (For members of the Toronto 
Stock Exchange this takes the form of 
a questionnaire which is prepared by 
the member firm or by the panel aud- 
itor at the request of the member 
firm). 

Preparations will of course vary for 
each type of audit. In the case of 
the surprise audit, since no advance 
notice is given to the member firm, 
preparation is pretty well limited to 
afranging for sufficient staff and 
working materials. 

For the annual audit, the broker’s 
staff should be instructed to prepare 
requests for confirmation of bank bal- 
ances, call loans including securities 
held as collateral, accounts with other 
brokers, clients’, partners’ and firm’s 
accounts, and any other items which 
might be peculiar to the particular 
firm to be audited. They will also 
prepare, as soon as possible after the 
audit date, trial balances of all led- 
gers which will include extending se- 
curity values and margining where 


necessary, prepare transcript of the 
securities position books and general- 
ly do as much of the detail of pre- 
paration as possible. All work done by 
the client’s staff will be checked by 
the auditors. 


Audit Procedure 
SECURITIES AND CasH COUNT 

On the audit date, the securities 
and cash must be counted, and in 
most cases this can be done at the 
close of business without disturbing 
the regular routine of the cage. The 
auditor should take immediate control 
of all the firm’s cash and securities 
until his count is completed. If there 
are branch offices, provision must be 
made to verify their securities, cash 
balances and accounts in the same 
manner and at the same time as for 
head office. Securities should be kept 
under seal until released. Arrange- 
ments should be made for the cus- 
todians of the broker’s safety deposit 
vault to deny access to any one not 
accompanied by designated members 
of the audit staff until notified by the 
auditor. The custodians must certify 
that these instructions were carried 
out, to ensure that if it is necessary 
to enter the vault before release of 
the securities a member of the audit 
staff would be present to record the 
movement of the securities. 

The securities held are classified as 
to three types: 

1. Those in the “General box” which 
are firm’s securities, those held for 
clients’ margin accounts, or those 
out for transfer (which latter are 
evidenced by transfer recéipts of 
the various transfer agents). 

2. “Safekeeping” securities are se- 
curities specifically held as a ser- 
vice for the customer. 

8. Securities held “Free” are securi- 
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ties held for a customer whose ac- 
count has a nil or a free credit 
balance. 


The broker is required to hold 
these latter two types separate from 
his general box. 


In the larger brokers’ offices the 
sheer volume of securities will some- 
times make it impossible for the count 
to be finished before allowing access 
to the securities by the cage staff, and 
then the auditor must list and so con- 
trol all securities received or deliver- 
ed. Since those securities held in 
safekeeping or free for clients are 
often not required immediately, it 
is usual to leave them to the last or 
sometimes, in non-surprise audits, to 
take control and count them before 
the close of business. In this last case, 
care must be taken to keep track of 
any transfers between categories 
which might have to be made during 
this count and to retain control until 
all securities are counted. 


Securities in transfer are listed from 
the transfer receipts and this listing 
compared with the returned certif- 
icates. It is good practice for a mem- 
ber of the audit staff to accompany 
the broker’s messenger when these 
are picked up. One of the audit staff 
should also be instructed to record 
the details of all incoming registered 
mail as it is received. All items not 
returned in the next few days, out of 
town transfers and stocks transferable 
only on the books of the particular 
company should be confirmed in writ- 
ing. If any certificates counted are 
registered in a private name, they 
should be noted and checked to see 
that the name is that of a client for 
whose account the stock is held, and 
that they are not included in margin 
calculations. All securities affecting 
margin accounts must be immediately 


negotiable and any endorsements 
other than the firm’s should be guar- 
anteed. 


CHECKING THE STOCK POSITION 

When the count is finished, but 
if possible before the securities have 
been released, the count should be 
checked to the stock position book. 
This is a ledger with a page or ac- 
count for each security held, giving 
on the “long” side the ownership of 
the security, e.g. due to clients, part- 
ners or firm, other brokers, etc., and 
on the “short” side the location or 
sources from which the securities will 
be obtained, e.g. held in boxes or out 
for transfer, held by bankers as col- 
lateral for call loans, due from clients, 
firm or partners or other brokers, etc. 
This record can be expected to bal- 
ance in itself in an adequately run 
office and if the count should disagree 
with the figure as shown therein, the 
particular security should be recount- 
ed at once. If there should still be a 
difference, the other items on the 
stock position should be checked in 
order to find the error as soon as pos- 
sible. 

It would be ideal to be able to 
check the other items in the stock 
position right away in every case, but 
except in very small offices this is just 
not possible. However, the count at 
least should be agreed before control 
of the boxes is relinquished. To have 
to recount at a later date and then 
reconcile back to audit date can be 
a very difficult and time-consuming 


job. 


Maine STATEMENTS 

As soon as the statements of the 
customers’ and other brokers’ ac- 
counts are ready they can be checked 
to the trial balances and ledgers and 
then mailed. The Toronto Stock Ex- 
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change’s annual audit instructions in 
this regard may be taken as repre- 
sentative. They are as follows: 
“Joint accounts with others” — 
Statements of the position of joint 
accounts showing each party’s in- 
terest and the debit or credit bal- 
ances and security positions in con- 
nection therewith are to be mailed 
to the other parties interested with 
a request for verification both as to 
the dollar amount and securities. 


“Clients’ balances” — Statements 
of the clients’ accounts as at March 
31, showing the amount owing to 
or by the broker and securities 
pledged (including securities held 
free and for safekeeping) are to be 
prepared by the broker’s staff and 
checked with the trial balance by 
the auditor. The auditor must see 
that all statements are stamped 
with his own stamp and bear the 
following or similar wording: 


FOR AUDIT PURPOSE 
If there ts any error in the par- 
ticulars shown by this statement, 
will you kindly send it, together 
with full particulars of the differ- 
ences, direct to our auditors (name 
and address of auditor). 
The auditor must mail these 
» statements in his own envelopes, 
and satisfy himself that statements 
have been sent to all clients having 
balances on the broker’s books or 
for whom the broker is holding 
securities free or for safekeeping. 
Any difference reported to the 
auditor must either be cleared up 
to his satisfaction or reported to 
the Exchange auditor. 
“Partners’ trading accounts” — 
By certificate. 
“Brokers’ accounts” — By send- 
ing out statements or letters to the 
broker showing the position of the 


account, the securities borrowed, 
the securities loaned, when issued 
contracts, open commodity con- 
tracts and by obtaining a certificate 
from the broker that the position of 
the account and securities is cor- 
rect. (It should be noted that the 

Toronto Stock Exchange Clearing 

House has now undertaken to veri- 

fy direct to the respective auditors 

at the regular audit all items clear- 
ed through it. ) 

When these instructions have been 
carried out, it will be possible to carry 
on with the balancing of the securi- 
ties positions. The first step is to be 
sure that the position of each in- 
dividual stock balances in itself, that 
is that the number of shares on the 
long side, (for whom it is held or to 
whom it is owed), agrees with the 
number of shares on the short side, 
(where it is held or by whom it is 
owed). The next step is to check 
that the number of shares shown on 
the stock position agrees with the 
amounts counted or confirmed and 
with the holdings as shown by the 
various ledgers such as the clients’ 
ledgers. This is done by cross-check- 
ing from the clients’ trial balances, 
the securities counts and confirma- 
tions (such as for stocks held in the 
call loans) to the stock positions, at 
the same time checking in the clients’ 
and other accounts the market values 
of securities entered there. These 
values and the prices from which they 
were calculated should have been 
checked. The prices used are ob- 
tained from the official Exchange 
sheets or in the case of unlisted 
items from other published quota- 
tions or, failing this, from a reputable 
broker. 


REVIEWING MARGINAL ACCOUNTS 
After the security values have been 
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checked for each client’s holdings, the 
margin calculations should be review- 
ed. The margin requirements vary as 
between the several authorities, and 
of course the calculations will have 
been made according to the rules of 
the particular association to which 
the firm belongs. The total margin 
values are compared with the bal- 
ances of the accounts and the ac- 
counts then broken down into their 
various categories which are: 

1. Free balances which are credit 
balances owing to the client free 
from encumbrance. 

2. Cash settlements, accounts cleared 
up within a specified time. 
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whose 


8. Fully-margined accounts 
margin value is adequate. 


4. Under-margined accounts whose 
margin value is insufficient but 
whose security value is sufficient 
to cover. 


5. Partly-secured accounts which are 
not only wundermargined but 
whose security value is insufficient 
to cover. 


6. Unsecured balances. 


The following examples might help 
to clarify those terms which are not 
self-explanatory. They are based on 
a margin requirement of 502%. 


Stock Market Value Margin Value Ledger Balance 
FULLY MARGINED DEBIT BALANCE 
10 Abitibi (long) ..... a $300 $150 $300 
10 Cons. Paper (long) : $350 $175 
$650 $325 (greater than 
=> == debit ledger 
balance) 
UNDERMARGINED DEBIT BALANCE 
10 Abit (long) |... 0.5... $300 $150 $300 
— in this case, the margin required is $300 — $150 or $150. 
PARTLY SECURED DEBIT BALANCE 
10 Abitibi (long) .......... $300 $150 $350 


— in this case, the account is not only undermargined, but is also 
undersecured by $350 — $300 or $50. In addition this account 
. will be under-margined $200 similarly to the above. 


FULLY MARGINED CREDIT BALANCE (ON SHORT SALE) 


10 Abitibi (short) .......... $300 


$450 $500 


— in this case the client has sold short, that is sold shares with 
intent to repurchase at a lower price, rather than to deliver, so 
that one might say the sale puts him in a negative security posi- 
tion and he must put up cash or equivalent over the credit which 
arises on sale, to the extent of the margin requirement at least. 


PARTLY SECURED CREDIT BALANCE (ON SHORT SALE) 


10 Abitibi (short) .......... $300 


$450 $275 


— in this case the credit balance is less than the market value of 
the stock, and the account is partly secured by $300 — $275 or 


$25; as well as being undermargined in an amount of $175. 
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If a client has more than one ac- 
count or guarantees other accounts 
(which guarantees should be exam- 
ined ), these accounts are grouped for 
margining purposes. As far as other 
brokers’ accounts are concerned, al- 
though requirements vary, it is usual- 
ly only necessary to margin those 
accounts of non-member _ brokers 
which are not cleared within a speci- 
fied time. Customers’ accounts should 
be carefully checked as to whether 
stocks and securities of a customer, 
fully paid for and not subject to 
lien, are properly segregated and 
available on demand as required by 
the regulations of the associations and 
the Criminal Code. 


If such is not the case, note should 
be taken as to how the matter was 
rectified. In addition, the auditor is 
in most cases required to check 
that no security carried on margin or 
used as collateral for a customer is 
used for making delivery on a sale 
or short sale without specific permis- 
sion in writing. 


ADDITIONAL OPERATIONS 

Most of the time spent on the audit 
of a broker of any size is taken up 
by the foregoing operations. In addi- 
tion, the bank accounts must be re- 
conciled and in this process par- 
ticular attention should be paid to 
inter-branch transfers, if any, and if 
there are notes or drafts under dis- 
count, as to whether or not these are 
current or have been renewed. If any 
have been returned unpaid subse- 
quent to audit date, the particular 
account must be margined in the 
usual way. The cash books should 
be reviewed for the periods prior to 
and after the audit in order to dis- 
cover any unusual items which might 
affect the position of the broker. 


Sundry accounts receivable and 


prepaid items should be confirmed 
and checked. They will consist large- 
ly of advances to employees and pre- 
paid insurance premiums, etc. In this 
connection, the insurance coverage 
should be reviewed with an eye as to 
whether it is adequate and complies 
with regulations of the exchange. 

Fixed asset items can be verified 
from invoices or in the case of stock 
exchange seats by confirmation from 
the exchanges. The provision for de- 
preciation or amortization should be 
reviewed where applicable. 

The review of the cash books men- 
tioned above will be helpful in verify- 
ing accounts payable and accrued 
liabilities and a comparison with 
prior periods is a useful yardstick. 
Provision should be made for income 
tax liability on the earnings of the 
firm. 

If the broker is incorporated, the 
capital stock records and minutes 
must be examined, as must the part- 
nership agreement if there is a part- 
nership. If part of the capital is rep- 
resented by loans of any sort, most as- 
sociations require that these be sub- 
rogated to the interests of the other 
creditors and such subrogation agree- 
ment should be inspected. 


Preparation of Statements 

When the audit has been com- 
pleted, it remains to prepare the state- 
ments required. Perhaps the most im- 
portant of these are the statement of 
assets and liabilities, which is self- 
explanatory; the capital and leaning 
position form, which shows to what 
extent the capital of the firm is carry- 
ing or is being “leaned on” by under- 
margined or unsecured accounts (or, 
in the extreme, whether the firm is 
“leaning on” the clients’ surplus secur- 
ities); the capital requirement form, 
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which shows the adequacy or inade- 
quacy of the net free capital based on 
trading volume; the auditor’s and 
members certificates and, in the 
case of the Montreal and Canadian 
exchanges, a copy of the auditor’s re- 
port to the broker on the system of 
internal control in force. Other ex- 
hibits are required, the requirements 
differing according to each exchange 
or association. 


These forms are filed with the ex- 
change or association auditor who re- 
views each set and, if circumstances 
warrant, may call for further informa- 
tion or audit after such review. 


In the foregoing, an attempt has 
been made to set down the special 
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features of a stockbroker’s audit. In 
addition, it must be borne in mind 
that the regular audit procedures, 
tests, etc. will apply and must be 
carried out where deemed necessary. 
Such tests would include examina- 
tion of banking transactions, billing 
procedures, system of stock certificate 
control, gross revenues, specific ex- 
pense accounts and any other matters 
that come to the attention of the 
auditor during the course of his re- 
view. 

It is significant in the audit of 
stockbrokers’ accounts to realize that, 
in addition to controlling money bal- 
ances, the auditor is examining, test- 
ing and verifying the securities to 
which the dollar figures relate. 





A MATTER OF WILL 


Communication can only be established effectively when the members 
of an organization are brought together in the course of their daily work 
whenever something needs doing, with a desire to do it in collaboration. 
There must be occasions when minds can be shared, and a willingness to do 
so. In technical language, nothing can be achieved unless the formal and 
informal organization of the firm are in harmony. Effective relations result 
in effective communication; they are in any event a prerequisite of it... . 
the mere provision of machinery for joint consultation is useless, and per- 
haps worse than useless, unless there are individuals available who are pre- 
pared to trust each other, who desire to meet together to discuss matters of 
mutual interest, and who possess the necessary social and psychological at- 
tributes to enable them to do so. The problem thus revealed is one of basic 
organization, and selection and training of staff rather than one of adminis- 
trative techniques. 

— “Problems of Communication in Modern Industry” 
by T. S. Limey, a paper delivered to the Conference 
on Human Relations in Industry, Rome 1957. 





Training and Preparation for 
C. A. Examinations 


JOHN W. BENNETT 


THE CONTINUING shortage of college 
and high school graduates who are 
interested in chartered accountancy 
remains one of the problems of the 
profession. It is worth noting, how- 
ever, that, in spite of this, some prac- 
tising firms manage to obtain their 
full quota of students each year, 
while others always fall short. 

This is no accident and does not 
come about because one firm pays a 
much higher salary or offers better 
working conditions than others. 
Graduates may consider these factors, 
but they also place emphasis on the 
education and experience that each 
firm is willing to give them. All other 
things being equal, they are going to 
choose the firm which has a detailed 
plan for their training. 

In the matter of education, ten 
years ago chartered accountancy had 
substantial advantages to offer com- 
pared to industry, where a higher sal- 
ary was the only attraction. In re- 
cent years, industrial firms have 
broadened their staff training pro- 
gram, which has produced many of 
their present executives. They have 
encouraged employees to take extra 
courses, at the company’s expense, to 
improve their business background. 
All this is designed to further their 
staff training program. 


This great improvement by indus- 
try has seriously reduced the educa- 
tional lead that the accounting pro- 
fession once enjoyed. Whereas the 
course of instruction has been peri- 
odically revised by the Institute of 
Chartered Accountants of Ontario, 
some chartered accountant firms have 
been slow to revamp their own staff 
training program and make full use 
of the revisions put into effect by the 
Institute. The profession has _in- 
creased student salaries by a very 
considerable percentage over what 
they were ten years ago but has not 
increased the staff training program 
to anywhere near the same degree. 


Every chartered accountant firm 
should examine what it offers a stu- 
dent not only in salary but in educa- 
tion. It should ask itself two ques- 
tions, “How has our staff training pro- 
gram been improved in the last five 
years? Are all the partners of our 
firm fully cognizant of the fact that 
training students to become good 
chartered accountants is an important 
part of our firm’s function?” If a 
firm cannot point out at least six im- 
provements in staff training in the last 
five years, its program is inadequate 
and should be revised. If the part- 
ners of the firm do not believe that 
training students is part of their over- 
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all responsibility, they do not realize 
the proper function of a chartered ac- 
countant firm under the apprentice- 
ship system. 


Place of Induction Program 
Staff training and preparation for 
examinations should start with the 
initial interview of any potential stu- 
dent-in-accounts. Because of the short- 
age of students, firms have been 
forced, in some cases, to accept un- 
suitable applicants who will never 
become good chartered accountants. 
A student-in-accounts should never 
be hired merely to fill a vacancy with 
the idea that if he is lucky he may 
become qualified. Hiring such a stu- 
dent is not only unfair to the person 
himself but is grossly unfair to the 
profession, because each chartered 
accountant’s ability, or lack of it, re- 
flects upon the entire profession. 

A definite program for taking on 
students should be installed by all 
firms regardless of their size. This 
program should be so arranged that 
those who are unsuitable will be 
turned down and anyone who is hired 
will, in the firm’s opinion, be a credit 
to the profession. Aptitude tests and 
preliminary indoctrination courses 
will assist a firm in deciding upon 
applicants. After a firm has hired a 
suitable applicant, it must then real- 
ize that it has taken on a great re- 
sponsibility. The new student should 
not be looked upon merely as an 
employee but also as a person who 
is doing post-graduate study in 
accounting and auditing. The stu- 
dent expects, and should receive, not 
only an adequate salary but also a 
daily educational course during his 
apprenticeship period. 

After a firm has estimated its stu- 
dent requirements, the partners in the 
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firm should ask themselves the follow- 

ing questions: 

1. What practical experience will 
these new students be receiving 
in the next 12 months? 


2. What plans have we made to in- 
sure that adequate experience will 
be given to the new students? 


It is not enough to send out a new 
student on an audit and tell him to 
report to Mr. J. Doe, C.A., the ac- 
countant in charge of that audit. 
There must be a definite plan for im- 
proving the student’s practical experi- 
ence. One obvious method is to see 
that he does not work on the same 
type of audit all the time. He must 
also be allocated to various phases of 
audit work, e.g. accounts receivable 
on one audit, banks on another, etc. 


Students are Students 


The partners in a firm of chartered 
accountants should consider them- 
selves as a Board of Education, the 
supervisors as principals of high 
schools or colleges, and the in-charge 
accountants and senior students as the 
teachers or lecturers to their subordi- 
nates. This thinking must emanate 
from the senior partner in each firm 
down through the chain of command 
to the lowest junior. The in-charge ac- 
countant on an audit must be made to 
understand that the students who are 
working for him are to be treated as 
students, and their questions are not 
to be brushed aside with the age-old 
excuse that he is too busy to go into 
the problem at that time. A student’s 
curiosity and ambition to learn must 
be encouraged and the in-charge ac- 
countant must develop it to the best 
of his ability, answering questions on 
theoretical or practical accounting 
and auditing problems. 
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Need for Meetings 

Monthly or semi-monthly - staff 
meetings to discuss questions that 
have been brought up by chartered 
accountants and students are a great 
help in encouraging them to ask ques- 
tions and endeavour to solve prob- 
lems themselves. Of course, the in- 
charge accountant can clear a great 
many minor points with the student 
in a matter of minutes. However, 
important problems which the in- 
charge accountant has discussed with 
a partner should be brought up at a 
meeting so that the students may 
learn the solutions to them. This will 
reduce the number of questions that 
an in-charge accountant or student 
will pose to a partner because he will 
then have a precedent to follow when 
he encounters the problem a second 
time. These meetings will also help 
the student to a better understand- 
ing of what he is trying to do when 
he is working on an audit. Many 
firms have such conferences at the 
present time, the larger firms finding 
them easier to conduct than the small- 
er ones. However, in a smaller firm 
a meeting every three months with 
the staff would tend to increase both 
experience and morale. Three or 
feur small firms could work together 
to arrange a meeting. Smaller firms 
should try this suggestion before dis- 
missing standard procedures of train- 
ing as impractical for them. 


In addition, special meetings of the 
entire staff should be called to discuss 
the bulletins issued by the Commit- 
tee on Accounting and Auditing Re- 
search of the Canadian Institute of 
Chartered Accountants. These bul- 
letins should be discussed in detail 
with the entire staff and the firm’s 
opinion expressed by the partners to 
the members of the staff. The ap- 


plication of bulletin rulings to specific 
clients can also be reviewed. While 
the majority of junior students will 
not add much weight to this discus- 
sion, they will at least learn some- 
thing, and it is not beyond the realm 
of possibility that some may offer 
very practical suggestions. Other 
special meetings should be called to 
study amendments to the various In- 
come Tax Acts. The introduction of 
a new Tax Act, such as the Ontario 
Income Tax Act, requires a full scale 
staff discussion so that everyone — 
partners, supervisors and even low- 
ly juniors — is fully aware of what 
has happened. 


Systems of Staff Handling 

Two main systems of handling staff 
are the pool system and the staff sys- 
tem. Under a pool system the en- 
tire audit staff, other than partners 
and supervisors, are grouped in a 
pool and allocated from this pool to 
all the audits of the firm. In a staff 
system a partner is responsible for 
various audits and is assigned certain 
employees to work for him. These 
employees do not work for any other 
partner or on any audits which do not 
come under their staff partner. A pool 
system is generally of much greater 
advantage to the students than a staff 
system, unless the latter can be con- 
ducted so that each staff has a variety 
of audits and each student is not with 
the same staff for his entire career in 
the firm. A pool system creates more 
organizational problems but gives the 
student greater experience in audit 
work. Its one big disadvantage is that 
a student may not be on one job long 
enough to learn anything from it, but 
the person in charge of allocating 
staff to audits should watch carefully 
to make sure that a student is not 
put on one large job for a few days 
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and then taken off and put on another 
for a short time. The staff system of 
handling employees can work out if it 
is done properly. The large firms 
who use the staff system should ask 
themselves the following questions: 
1. In setting up a staff system of em- 
ployees, have we considered the 
experience available to each em- 
ployee? 
2. In allocating new audits to vari- 
ous staffs do we consider the va- 
riety of audit that each staff has 
or do we tend to allocate all of 
one type of audit to one staff? 


3. Do we attempt to inter-change 
staff members so that each em- 
ployee will receive a variety of 
experience? 

If a firm can answer “yes” to the 
above three questions, its staff system 
has all the advantages of a pool sys- 
tem not only for the firm but for the 
students themselves. However, if a 
firm cannot answer “yes” to these 
questions, it should consider either 
switching to the pool system or 
changing the method of allocation of 
employees and audits. 

It is quite practicable for a firm of 
chartered accountants, large or small, 
to set up a system of staff evaluation. 
There are many methods of doing this 
and any system is suitable as long as 
each individual student’s progress is 
being charted in some way, so that if 
he is falling down in some aspects of 
his work a partner can discuss the 
matter with him and point out his 
weaknesses. 


In revising its correspondence 


course, the Institute of Chartered Ac- 
countants of Ontario has made many 
improvements. However, the big dis- 
advantage in a correspondence course 
is that there are no lecturers or teach- 
ers available to students for informal 
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discussion. To supplement this need, 

chartered accountant firms should ask 

themselves: 

1. How are our students doing in 
their correspondence course and 
what type of marks are they re- 
ceiving? 

2. How have we assisted the stu- 
dents in understanding the lessons 
that they are preparing and send- 
ing on to Queen’s University? 

8. Have we given our students any 
assistance in preparing for a writ- 
ten examination? 

If a firm is embarrassed by these 
three questions, it is doubtful if it is 
carrying out its obligations to its stu- 
dents and in turn its obligations to 
the profession. 


Preparation for Examinations 


Assisting a student to prepare for 
his examinations at the end of a year 
is a very simple matter. The Ontario 
Institute runs a series of lectures in 
the Institute’s building in Toronto 
and reviews previous years’ examina- 
tion questions. These lectures can be 
supplemented by each firm following 
the pattern set by the Institute. A 
series of lectures should be given to 
the students before they write their 
primary, intermediate or final exam- 
inations and a review made of pre- 
vious years’ questions and answers. It 
should be carefully planned in ad- 
vance so that the partners and super- 
visors can prepare material that will 
benefit the students. In a small firm 
which has only one candidate, it may 
be rather impractical to do this, but 
two or three small firms could group 
together for this review. 


Assisting in Lessons 

The problem of assisting students 
in their lessons is a little more com- 
plicated and requires more planning. 
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Each student might report on the bot- 
tom of his time sheet the lesson now 
due in his year, the lesson that he has 
most recently sent in, and also the 
marks that he has received on any les- 
sons returned to him. The partner 
reviewing the time sheets can check 
up on students who are extremely 
late with lessons or are receiving poor 
marks. Possibly a student is late be- 
cause of the burden of overtime work 
and this should be corrected as soon 
as possible. A partner or supervisor 
should be appointed to be “father 
confessor” to a certain number of stu- 
dents. Some firms require students 
to bring in lessons on which they re- 
ceived less than a “D” in order to go 
over the lesson with the student and 
endeavour to point out the errors that 
were made. During this review a 
great deal can be learned as to how 
well a student understands his les- 
sons, and thus the student is assisted 
materially. 

The training of students and pre- 
paration for examinations is so closely 
integrated that it is almost impossible 
to separate the two functions. Each 
chartered accountant who is employ- 


ed by a professional accounting firm, 
whether as an in-charge accountant, 
supervisor or partner, should begin 
thinking in terms of teaching the stu- 
dent and not merely of using him to 
do small minor jobs that do not need 
much experience. There are a great 
many problems in training students 
under the apprenticeship system. 
Some firms have objected to setting 
up courses and giving extra lectures 
to students on the grounds that it 
would be too severe a drain on their 
time. Yet no other aspect of the pro- 
fession is more important than the 
training of future chartered account- 
ants. The student has placed his 
trust in the firm with which he is 
working to give him an education 
equivalent to that received in any 
other firm in his Institute. If even 
the smallest firm fails in its obliga- 
tions, it is betraying not only that 
trust but also the trust that the pro- 
fession has put in it by allowing it to 
employ students on the expressed un- 
derstanding that it will give them 
the practical and technical education 
and experience to become good chart- 
ered accountants. 


Blessed is the man who, having nothing to say, abstains from giving in 


— George Eliot 


words evidence of the fact. 
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Taxation of United States Citizens 





Resident in Canada 


LANCELOT J. SMITH 


Ir scaRceLy needs to be said that 
the practising chartered accountant 
should always be on the alert to pro- 
vide assistance to senior executives of 
corporate clients who may have tax 
problems. Due to the close relation- 
ship of many Canadian companies to 
parent and affiliated companies locat- 
ed in the United States, it is not un- 
usual for an executive of such a Cana- 
dian company to have come at some 
stage of his career from the United 
States. If he has retained his U.S. 
citizenship he may need help and not 
know it, for one of the prices of main- 
taining his U.S. citizenship is the pay- 
ment of U.S. income tax even though 
he is not resident in the U.S.A. and 
derives no income from U.S. sources. 
As Canadians we may not think that 
this price is worth paying. However, 
a U.S. citizen seems to think other- 
wise and is seldom willing to give up 
his citizenship to save even substan- 
tial amounts of tax. 


If he intends to divest himself of 
his citizenship, he should be careful 
not to dispose of any of his invest- 
ments and other capital assets which 
will realize capital gains until after 
he has established residence in Can- 
ada and is no longer a USS. citizen. 
But this article is intended to deal 
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with the tax position of persons who 
choose to remain U.S. citizens while 
they are resident in Canada. 

There are many simple ways of 
minimizing U.S. as well as Canadian 
taxes of U.S. citizens resident in Can- 
ada, which every chartered account- 
ant practising in Canada should 
know. 


Canadian Tax 


Article VII of Canada-U.S. 
Reciprocal Tax Convention 

A US. citizen taking employment 
in Canada in the last half of the taxa- 
tion year could avoid Canadian taxes 
for that year by bringing himself 
within Article VII of the Canada- 
U.S. Reciprocal Tax Convention. He 
could do this by not taking up resi- 
dence in Canada until the January 
following the commencement of his 
Canadian employment in any case 
where he would not be in Canada 
for more than 183 days in the first 
year of his Canadian employment 
and his compensation from such em- 
ployment for that year would not ex- 
ceed $5,000. 


Part-time resident 
If he became a resident in Canada 
during the first year of his employ- 
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ment, he would be taxable for that 
year under section 29 of the Income 
Tax Act as a part-time resident of 
Canada. Thus he would be obliged 
to report only his income received 
while he was resident or employed 
in Canada, and would be entitled to 
deduct only a pro rata portion of his 
personal exemptions and other deduc- 
tions. 


Income from U.S.A. earned before 
but received after coming to Canada 

Because the Income Tax Act of 
Canada taxes earnings from employ- 
ment at the time they are received, 
a US. citizen intending to become 
resident in Canada should consider 
not doing so until he has received 
all his remuneration and other bene- 
fits from his U.S. employment. 

For example, if after he became 
resident in Canada he received a 
single payment retirement allowance 
or a lump sum settlement of his in- 
terest in a pension fund as a result of 
his former U.S. employment, the 
amount received would be subject to 
tax in Canada less a credit in respect 
of the applicable U.S. tax. 


United States Tax 
Taxation of non-resident citizens 
compared to treatment under Cana- 
dian law 
A Canadian citizen who is not resi- 
dent in Canada at any time in the 
taxation year is not taxable in Canada 
under Part I of the Income Tax Act 
unless at any time in the year 
(a) he was employed in Canada, 
or 
(b) he carried on business in Can- 
ada. 
If he receives investment income 
from Canadian sources, he is subject 
to the 15% non-resident withholding 


tax under Part III of the Income Tax 

Act in the same manner as if he were 

not a Canadian citizen. 

On the other hand, the United 
States Internal Revenue Code im- 
poses income tax on all citizens of 
the United States whether or not they 
be resident in the United States. A 
non-resident U.S. citizen must file a 
U.S. income tax return annually and 
include therein his world income, ex- 
cept compensation for services per- 
formed outside of the United States 
which comes within the exemption in 
section 911 of the Code. Such com- 
pensation, other than amounts re- 
ceived from the United States or any 
agency, 

(a) is totally exempt if he is a bona 
fide non-resident for an uninter- 
rupted period which includes an 
entire taxable year and the com- 
pensation is attributable to such 
period, and 

(b) is exempt to the extent of $20,- 
000 for a full taxable year, or a 
pro rata portion thereof for a 
part taxable year, if the com- 
pensation received was attribut- 
able to a period of 18 consecu- 
tive months during which he was 
outside the United States for at 
least 510 days. 

For the purposes of this exemption, 
a taxpayer engaged in a trade or busi- 
ness in which both personal services 
and capital are material income pro- 
ducing factors is entitled to treat as 
compensation for personal services 
rendered by him a reasonable allow- 
ance not exceeding 30% of his share 
of the net profits of the trade or busi- 
ness. 

It should be noted that compensa- 
tion for services performed abroad 


which comes within the exemption 
under section 911 of the Code is 
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exempt even if it is not received until 
after the citizen returns to the United 
States. 

As income under the U.S. Internal 
Revenue Code includes capital gains, 
U.S. citizens resident in Canada are 
taxable in the United States on capi- 
tal gains realized in Canada. 


Credit for Canadian tax on income 
taxed in Canada but not in U.S.A. 
against U.S. tax on income taxed in 
U.S.A. but not in Canada 

Under the U.S. Internal Revenue 
Code, a taxpayer is entitled to claim 
a foreign tax credit in respect of in- 
come from Canadian sources taxable 
in the U.S.A. even though the Cana- 
dian tax was paid on income which 
the taxpayer is not required to in- 
clude in his U.S. return. 

For example, although capital gains 
are not taxed in Canada, the U.S. tax 
on capital gains derived in Canada 
by a USS. citizen resident in Canada 
may be reduced by a foreign tax 
claim in respect of the Canadian tax 
paid on his remuneration from Cana- 
dian employment although such re- 
muneration is not taxed in the U.S.A. 

The way is aisu open for making 
elections under Part II of the Income 
Tax Act to pay 15% tax on undis- 
tributed income, and the payment of 
a stock dividend in redeemable pre- 
ferred shares, where a U.S. citizen 
resident in Canada is a principal 
shareholder. The U.S. Code exempts 
stock dividends from taxation, but on 
the redemption of preferred shares 
received by stock dividend (other 
than on the disposition of all of his 
holdings in the company) ordinary 
income would result to the extent 
that the stock dividend would have 
been required to be included in in- 
come if, at the time it was paid, cash 
had been received by him instead of 


stock. This means that the redemp- 
tion would be taxable to the extent of 
the shareholder’s equity in the com- 
pany’s undistributed income at the 
time the stock dividend was paid. 
By arranging redemptions of the pre- 
ferred shares in annual amounts ap- 
proximating his income from Cana- 
dian employment, the U.S. citizen 
would end up paying little or no U.S. 
tax on the deemed dividends arising 
from the preferred stock redemptions. 
The tax otherwise payable would be 
offset by the foreign tax credit aris- 
ing from the payment of Canadian 
tax on his income from employment 
in Canada. 


Employee's stock option benefits 

A US. citizen resident in Canada 
should make sure of his U.S. tax po- 
sition before exercising a stock option 
granted to him by his Canadian em- 
ployer. The benefits under the Can- 
adian Income Tax Act might under 
certain circumstances be offset by the 
imposition of U.S. tax. The Cana- 
dian Act taxes the benefit from a 
stock option at the time the option is 
exercised, whereas under the U.S. 
code how the benefit is taxed depends 
upon whether the option comes with- 
in the definition of a “restricted stock 
option”. 

It is not proposed to deal with all 
the complicated provisions of the 
U.S. Internal Revenue Code relating 
to employee's stock options. It is suf- 
ficient to say that under the USS. 
Code no income is deemed to have 
been received upon the exercise of a 
“restricted stock option”, but under 
certain circumstances upon the sale 
of the stock or upon his death an em- 
ployee may be required to include in 
his ordinary income as compensation 
part or all of the profit on the sale, 
and'the part of the profit which is 








222 THE CANADIAN CHARTERED ACCOUNTANT, MARCH, 1958 


not treated as compensation is treated 
as capital gain. 

If the option is not a “restricted 
stock option” the general rule is that 
the employee must include in his or- 
dinary income as compensation the 
entire amount by which the purchase 
price is exceeded by the fair market 
value of the stock when the option 
is exercised. However, if the option 
is transferable and has value when 
granted, the value of the option may 
be taxable at the time it is granted. 

A US. citizen exercising a stock 
option granted by his Canadian em- 
ployer may be subject to U.S. capital 
gains tax on part or all of the profit 
realized when the stock is sold. How- 
ever, if he sells his stock while still 
employed in Canada, he may be able 
to minimize the U.S. capital gains tax 
by claiming a credit for the Canadian 
tax on his Canadian remuneration. 


Employees profit sharing plan 

Under the U.S. Internal Revenue 
Code, a taxpayer is taxable on the 
benefits distributed or made avail- 
able to him out of a qualified em- 
ployees profit sharing trust to the ex- 
tent that they exceed his contribu- 
tions. If he receives repayment of 
all of his interest in the trust in one 
year because of death or separation 
from employment, but not otherwise, 
the taxable amount is treated as a 
long term capital gain. If he re 
ceives his interest in the form of an 
annuity, the income portion of the 
benefits are taxed according to the 
rules applicable to annuities. A lump 
sum distribution received while he 
continues in the company’s service is 
treated as ordinary income. 

The above is modified by the em- 
ployees’ death benefit rule set out in 
section 101(b) of the Code in the 
case of payments made by reason of 





the death of an employee. Where 

this rule applies 

(a) the first $5,000 of a lump sum 
payment is completely tax-free, 
and 

(b) if the benefits are taken as an 
annuity, up to $5,000 (depend- 
ing upon the amount by which 
the value of the annuity exceeds 
the employee’s non-forfeitable 
rights) may be considered addi- 
tional cost basis for the annuitant 
and so be recovered tax-free over 
the annuitant’s life expectancy. 


If the amounts received from a 
plan include securities of the em- 
ployer corporation, the benefits dis- 
tributed or made available to the em- 
ployee do not include net unrealized 
appreciation in such securities if the 
taxable amount of the distribution is 
treated as a capital gain. Otherwise, 
only the net unrealized appreciation 
attributable to the amount contribut- 
ed by the employee is excluded from 
the benefit. The appreciation is rea- 
lized only when the securities are 
sold, and is then taxed as a capital 
gain in the year of sale. 

Because of section 402(c) of the 
Code, the above also applies to bene- 
fits received from a profit sharing 
trust organized outside of the United 
States if the trust would have quali- 
fied had it been organized in the 
United States. 

The Canadian Income Tax Act re- 
quires an employee to include in his 
income amounts allocated in the year 
to him contingently or absolutely 
otherwise than in respect of his own 
contributions or capital gains made 
by the trust. Amounts received by 
the employee from the plan are 
exempt from Canadian tax, since he 
is taxed on the employer's contribu- 
tions and his share of the earnings 





of the trust at the time of alloca- 
tion. 
An employee who is a U.S. citizen 
resident in Canada may thus find 
himself in the position of being taxed 
in Canada in the year the trustee al- 
locates an amount to him and in the 
United States on at least part of the 
benefits which are paid to him. As- 
suming that he was entitled to the 
exemption on remuneration from his 
Canadian employment under section 
911 of the Code, he would be en- 
titled to exclude from his income dis- 
tributions attributable to contribu- 
tions made by his employer while he 
was resident in Canada, but this ex- 
clusion would not apply to invest- 
ment income, capital gains and other 
accretions earned by the fund. For 
this purpose 
(a) if he received current distribu- 
tions from the plan so that the 
annuity treatment applied, his 
Canadian employer’s contribu- 
tions would be treated as if he 
had himself made the contribu- 
tions, and he would be entitled 
to an exemption in respect of the 
annuity payments having regard 
to the total of such contributions 
and his own actual contributions; 
and 

(b) if he received a lump-sum cap- 
ital gain distribution, his employ- 
‘er’s contributions made while he 
was resident in Canada are con- 
sidered to be part of his cost in 
measuring the amount of the 
capital gain. 

While the tax treatment would be 
the same whether the employee re- 
ceived the distributions while still a 
resident of Canada or after he had 
returned to the United States, it 
should be noted that in the latter 
event he probably would have no 
Canadian tax credit available to off- 
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set his U.S. tax. Furthermore if the 
fund had been built up over a period 
of 20 years or so, there would like- 
ly be such a substantial amount of 
undistributed income, capital gains 
and other accretions in the fund that 
a large part of the distribution would 
be taxable even though all contribu- 
tions were made while the employee 
was resident in Canada. 


It would therefore seem that some 
thought should be given as to the 
timing of the distributions so that the 
U.S. tax might be offset to the great- 
est extent possible by the foreign tax 
credit arising from the Canadian tax 
paid on his remuneration from his 
Canadian employment in the year of 
the distribution. 


Employees pension plan 

What is said about the U.S. tax 
treatment of payments from a quali- 
fied employees profit sharing plan 
applies also to payments made from a 
qualified employees pension plan. 

However, under the Canadian Act, 
pension plan payments are treated 
much differently from payments from 
a profit sharing plan. If the em- 
ployee receives a pension from the 
plan, he is taxable on the pension- 
payments until such time as he re- 
turns to the United States. If he re- 
ceives a lump sum payment in satis- 
faction of all his interest in a plan he 
may elect to pay tax on the basis of 
his average rate for the three years 
preceding the year of payment in lieu 
of including the payments in his in- 
come of that year. 

There would appear to be no par- 
ticular difficulty in the case of such 
a lump sum payment because he 
could deduct from his U.S. tax on the 
taxable portion of the payments a 
credit for the Canadian tax paid on 
the whole of the payments. 
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If he receives a pension from the 
plan while still resident in Canada, a 
portion of the payments would be 
taxable in the United States on the 
annuity basis, but he would be able 
to offset the Canadian tax paid on 
the whole of the payments. 


turning to the United States are 
exempt from taxation in Canada 
under Article VIA of the Reciprocal 
Tax Convention, so he would have no 
Canadian tax to offset against his U.S. 
tax on the taxable portion of the 


payments. 


Pension payments received after re- 


PROFIT AND LOSS 


Contrary to popular belief, accountancy is not all figures; sometimes it 
is a question of facts, and they can be just as fallacious. 

One of my clients came to me and said, “You're an accountant. Work 
this one out. My wife went out and bought a new hat. She came back 
and said, “It didn’t cost me a farthing. It was marked down from £10 to 
£5, so I bought it with the £25 I saved.” 

What did I do? Well, falling back on first principles, I took him as far 
away from his question as possible and told him the story of St. Peter stand- 
ing inside the Golden Gates when he heard a very subdued knock on the 
gates. A little puzzled, he opened them and found Mr. Krushchev standing 
there, looking very dejected. A little surprised, he asked, “What do you 
want here; this is not the place for you.” “Please sir,” came the reply in 
very humble tones, “May we have our ball back?” 

—From a toast proposed by A. C, S. Meynell, president, at the 
annual dinner of the Association of Certified and Corporate 
Accountants; published in The Accountants Journal, January 
1958. 
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An International View of the 


Accounting Profession 


A review by H. C. Dixon, F.C.A. of papers presented at the Seventh 
International Congress of Accountants, Amsterdam, Sept. 1957 


AT THE SEVENTH International Con- 
gress of Accountants held last Sep- 
tember in Amsterdam, papers were 
read by accountants from England, 
United States, Sweden, the Nether- 
lands and Germany, on the general 
subject of “Principles for the Account- 
ant’s Profession”. It is interesting to 
see how our fellow practitioners in 
other countries have developed the 
profession. 


The Institute of Chartered Ac- 
countants in England and Wales was 
represented by Sir Thomas B. Rob- 
son, M.B.E., M.A., F.C.A. Carman 
G. Blough, M.A., LL.D., C.P.A. spoke 
for the American Institute of Certi- 
fied Public Accountants. The pro- 
fession in Sweden was discussed by 
Ojiar I. Cassel, Civ. Ekonom, and A. 
Th. de Lange, Ec. Drs. spoke for the 
Netherlands. Dr. Heinrich Wollert 
presented the German viewpoint. 


Objectives of the Public Accountant 


In describing the function of the 
profession, all of the authors appear 
to be on common ground, although 
naturally there is some difference in 
emphasis. “Truth and fairness”, says 
Sir Thomas Robson, “should be the 
outstanding characteristics of our pro- 
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fession everywhere.” In a similar 
vein Carman Blough says: “Certified 
public accountants in the United 
States have gained their position of 
high regard mainly because they have 
met the needs of present and pros- 
pective investors and credit grantors 
for an independent report which can 
be relied upon as assurance that the 
representations of the management of 
an enterprise, as set forth in the fi- 
nancial statements, are dependable.” 
As long ago as 1912, another United 
States practitioner, Robert H. Mont- 
gomery, put this in fewer words: 
“The prime purpose of auditing is the 
discovery and disclosure of truth.” 
Cassel speaks of the practising ac- 
countant as one “on whose impartial 
judgment we can rely”. De Lange 
stresses the need in the Netherlands 
for the “judgment of an independent 
expert”. 

The profession in Germany is de- 
scribed somewhat differently. “Ac- 
countancy as a professional institu- 
tion”, says Dr. Wollert, “was estab- 
lished in Germany as a result of the 
shock of the financial crisis of the 
years 1931 and 1932.” In its 26 years 
of life, however, it has evidently be- 
come a permanent feature of the 
German economy. 
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Legal Requirements 

One would expect to find that in 
all of the countries represented, an 
annual audit would be required at 
least for all public companies. It is 
surprising therefore to find that in the 
Netherlands there is no legal require- 
ment that annual accounts of public 
companies should be audited and no 
statutory regulation of the account- 
ancy profession. The development 
of the profession in that country has 
depended upon the initiative and 
sense of public responsibility of the 
members themselves. 


Independence of the Auditor 


There is unanimity on the import- 
ance of independence. The way in 
which this objective is achieved var- 
ies from detailed regulations in the 
German law to complete reliance on 
the professional integrity of the indi- 
vidual practitioner in the Nether- 
lands. Most Canadian accountants 
are familiar with the stringent regula- 
tions of the Securities and Exchange 
Commission of the United States on 
this subject. In Sweden and in the 
United Kingdom, company law pro- 
vides that no director or employee of 
a company may act as its auditor. 
There seems to be no doubt that the 
question of independence is given top 
priority as a professional qualifica- 
tion in all of the countries represent- 
ed in this discussion. 


Auditor’s Report 

There is a wide divergence of views 
among the various authors as to the 
desirable form and content of an au- 
ditor’s report on the accounts of a 
public company. Canadian practi- 
tioners will not be surprised that the 
fullest statement on this subject is in 
Carman Blough’s paper dealing with 


United States practice. Mr. Blough 
does not deal with legal responsibil- 
ity but intimates that the demands of 
accepted standards go farther than 
the legal requirements. He points 
out that the American practitioner in- 
dicates the nature of the work he has 
performed and the responsibility he 
takes for the fairness of the financial 
statements with which he permits his 
name to be associated. The practi- 
tioner reports that the financial state- 
ments are presented in accordance 
with generally accepted principles of 
accounting and that such principles 
have been consistently observed in 
the current period in relation to the 
preceding period. Sir Thomas Rob- 
son, on the other hand, suggests that 
the report “should be reduced to say- 
ing whether in the opinion of the 
auditor, subject to any reservations 
stated in the report, the accounts 
show a true and fair view of the state 
of the company’s affairs as at the date 
of the balance sheet and of the profit 
or loss for the year, or other financial 
period, ended on that date”. He 
does not consider that under normal 
circumstances it is necessary for the 
report to define the scope of the au- 
ditor’s examination. 

In Sweden, the auditor is required 
to enumerate in some detail the scope 
of his examination. He is required 
by the governing statute to make any 
criticism he deems appropriate as to 
the administration of the company’s 
affairs, quite apart from his general 
approval of the financial position and 
statement of earnings. Dr. Cassels 
suggests that this unusual require- 
ment may get the auditor into trouble 
as he can be ordered to pay compen- 
sation for damage suffered by the 
company as a result of any disparag- 
ing remarks which he may have made 
but cannot support. 











In the absence of legal require- 
ments for an audit in the Nether- 
lands, the form of the report is left 
to the discretion of the individual 
practitioner. De Lange takes a rather 
extreme view of this position: “Au- 
ditors are urged to formulate the con- 
clusions they arrive at in the simplest 
possible terms; after auditing the an- 
nual accounts of an undertaking it 
should be sufficient for the auditor to 
state simply that he has found them 
correct or merely to apply his sig- 
nature.” The auditor's responsibility 
as in other countries is determined in 
the last analysis by the conventions 
which are generally accepted in the 
profession. 

In Germany, the duties of the 
auditor are codified in considerable 
detail and the auditor is therefore 
required to report that the financial 
statements “correspond to the legal 
regulations”. Nevertheless Dr. Woll- 
ert insists that in compulsory audits 
the compulsion exercised by law does 
not result in narrowing down the 
margin of judgment available to the 
auditor. 


Scope of the Audit 


In spite of the variations in legal 
requirements there is much similarity 
in the various points of view present- 
ed regarding the duties of the aud- 
itor. In the United Kingdom he must 
make examination of such a nature 
and extent as to enable him properly 
to give a report on the financial state- 
ments. The Kingston Cotton Mill 
case of 1896 is still quoted as the 
measure of the auditor’s responsibil- 
ity: 

It is the duty of an auditor to bring 
to bear on the work he has to perform 
a skill, care and caution which a reason- 
ably competent, careful and cautious 
auditor would use. What is reasonable 
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skill, care and caution must depend on 

the particular circumstances in each case. 

We assume that the interpretation 
of the phrase “the particular circum- 
stances of each case” will be differ- 
ent now from what was the case in 
1896. The auditor’s conception of his 
responsibility for inventories, for ex- 
ample, has developed considerably 
between the time of the Kingston 
Cotton Mill case and the time of the 
McKesson, Robbins hearing in the 
United States. 

We find the same insistence on the 
importance of the system of internal 
control supplemented by test check- 
ing of transactions in Sir Thomas 
Robson’s article as is found in Mr. 
Blough’s discussion of United States 
practice. In Sweden, however, there 
is evidently a much greater emphasis 
on a relatively full examination as op- 
posed to test-audits. 


Education and Training 

Perhaps the greatest variation of all 
is found in the field of education and 
training. The Institute of Chartered 
Accountants of England and Wales 
requires a prospective member to 
have a good standard of general edu- 
cation. He must spend a minimum of 
five years in obtaining practical ex- 
perience as an apprentice, during 
which time he must pass two pro- 
fessional examinations set by the In- 
stitute. The examinations cover ac- 
counting principles, auditing, taxa- 
tion, costing, general commercial and 
financial knowledge and law relating 
to companies, liquidations, receiver- 
ships, contracts, bankruptcy, trust, 
etc. 

In the United States, while univer- 
sity graduation is not required in all 
States, Mr. Blough considers that the 
trend for the future is in the direction 
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of more extensive training in colleges 
and universities and less practical ex- 
perience as a preparation for the 
practice of public accountancy. A 
special commission set up by the In- 
stitute reported last year after four 
years of study on “Standards of Edu- 
cation and Experience for Certified 
Public Accountants”. The commis- 
sion’s recommendations anticipated 
the development of professional in- 
struction on a post-graduate basis 
with limited internship programs. The 
Institute has not yet reached a def- 
inite conclusion regarding these re- 
commendations. While separate edu- 
cational programs are carried on by 
individual State societies, each of 
them uses the same C.P.A. final ex- 
amination set by the American In- 
stitute of Certified Public Account- 
ants. 


In Sweden, in order to become an 
“Authorized Public Accountant” the 
student qualifies for a degree at a 
Swedish College of Economics. This 
involves a course of study of some 
3% years, including business admin- 
istration, law and economics. A fur- 
ther five years of successful practical 
experience is required. There is no 
form of accountancy examination but 
when the required experience has 
been obtained the student may apply 
to a Chamber of Commerce to be ad- 
mitted as an authorized public ac- 
countant. The application is support- 
ed by a testimonial from his em- 
ployer. 

In the Netherlands an accountant’s 
diploma can be obtained either by 
passing the accountancy examinations 
at an institution for higher education 
or by passing the examinations of the 
Netherlands Institute of Accountants. 
The Institute conducts courses and 
sets examinations for students who 





have had no _ education beyond 
secondary school. 


In Germany the candidate for the 
designation “authorized public ac- 
countant” must show that he is suit- 
able for the responsible position of 
accountant, that he is living in settled 
financial circumstances, that he is at 
least 30 years of age, and that he 
has completed six years of practical 
work, four of which were in the pro- 
fession. He must also have a uni- 
versity degree in economics, science, 
law or engineering. When _ these 
qualifications are obtained the candi- 
date must write a thesis and sub- 
mit to two written examinations and 
one oral examination. After having 
passed the examinations the candi- 
date may be invested in the profes- 
sion by the competent governmental 
authority. He then takes the follow- 
ing oath: 

I swear that I shall fulfil the tasks and 
duties of an authorized public account- 
ant conscientiously and impartially; that 
I shall keep the professional secret and 
I shall render the expert opinion required 
of me conscientiously and impartially. 


Rules of Professional Conduct 


In the five countries under discus- 
sion the profession thinks along sim- 
ilar lines with regard to its ethics but 
there is some differences in the 
approach to the problem. In the 
United Kingdom there is no written 
code, but a tradition of professional 
conduct has developed. The profes- 
sional society may take disciplinary 
action which may result in the loss of 
the professional designation. Speaking 
for the United States position, Mr. 
Blough insists that the individual ac- 
countant should not set his own 
standards of professional conduct but 
that there should be written rules or 
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regulations of professional organiza- 
tions or of governmental bodies. 

In Sweden and in Germany, there 
are regulations of both the govern- 
mental bodies and the professional 
societies which must be observed. In 
the Netherlands, the professional so- 
cieties make their own regulations but 
they are general statements of prin- 
ciple of professional practice rather 
than specific rules of conduct. 


In all of the countries concerned, 
advertising and direct solicitation of 
business is considered to be unpro- 
fessional. In the United Kingdom, as 
in the United States, contrary to the 
practice elsewhere, the use of heavy 
type in directories and the insertion 
in newspapers of professional cards is 
not tolerated. 

It is a generally accepted principle 
in all of these countries that the aud- 
itor should not accept an engagement 
without first ascertaining the circum- 
stances under which the engagement 
of his predecessor was terminated, 
and whether there is any professional 
reason why he should not accept the 
engagement. It is also generally re- 
cognized that the setting of fees con- 
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tingent upon the result of the work 
is unprofessional. 


Conclusion 

The historical background of the 
profession in the various countries has 
been different, and this has resulted 
in differences of emphasis as it has 
developed. Nevetheless, a review of 
these papers leaves one with the im- 
pression in all cases that the pro- 
fession is striving for the same essen- 
tial objectives. The professional so- 
cieties appear to be taking the lead in 
establishing high standards of educa- 
tion, professional competence and 
ethics. 

The authors all recognize that the 
profession has international obliga- 
tions and that it is most desirable that 
practitioners should be able to under- 
stand and rely upon the reports of 
their counterparts in foreign coun- 
tries. As Dr. Wollert suggests, it 
should be the aim of all of us to 
achieve a standard of professional 
practice which will have international 
acceptance, thus making some con- 
tribution toward bringing the nations 
more closely together. 





Recommendations on the Income 
Tax Act 


Joint Recommendations on the Income Tax Act submitted by the Canadian 
Bar Association and the Canadian Institute of Chartered Accountants 


The 1958 recommendations for 
amendments to the Income Tax Act, 
as contained in the joint brief of the 
Canadian Bar Association and The 
Canadian Institute of Chartered Ac- 
countants, cover a somewhat wider 
field than in the immediately preced- 
ing years. New features include a 
timely protest against the encroach- 
ment of “case-made law” into the field 
of permissible deductions, elective 
taxation for professional firms on 
corporation basis and the advocacy 
of advance tax rulings. 

Into a climate of new government, 
new brooms, etc., it was thought ad- 
visable to replant some of the older 
suggestions which had withered from 
previous briefs but which were felt 
to be fundamentally sound. In order 
to broaden the sources of the ma- 
terial from which recommendations 
are made, the membership at large 
was invited to forward their sugges- 
tions and a number of useful ones 
were received. 

Arising as it does from the close 
contact with the problems of taxpay- 
ers by the two petitioning professions, 
this material is objectively prepared 
and represents an “upward force” in- 
tended not to reduce the tax burden 
but to ensure its even and equitable 


application as between taxpayers. 
Some progress in this direction has 
been made each year in the past and 
the respective committees are encour- 
aged to hope that the efforts put for- 
ward this year will have even better 
results. 


PART I 


DEEMED INCOME OF A 
SHAREHOLDER 
Section 8(1) (2) 

Section 8(1) provides that certain 
payments, benefits and loans received 
by a shareholder from a company 
shall be included in the income of the 
shareholder. Further, the Act does 
not specifically provide that the un- 
distributed income of the company is 
to be reduced by the amounts in- 
cluded in the incomes of shareholders 
under section 8(1) or section 8(2). 
Recommendation: It is recommended: 
(a) That all amounts included in the 

incomes of shareholders by rea- 
son of section 8(1) should be 
deemed to be dividends and con- 
sequently should carry with them 
the benefit of the 20% dividend 
tax credit and should also be tax- 
free in the hands of a shareholder 
which is a corporation except in 
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cases where section 28(2) is 

applicable. 
(b) That the undistributed income 
on hand of the corporation 
should be reduced by all amounts 
included in the incomes of its 
shareholders by reason of section 
8(1) or section 8(2). 
That section 8(2) should not 
apply unless the loan has re- 
mained outstanding more than 30 
days after the corporation has 
been notified by the Minister 
that he proposes to invoke this 
provision. 


(c 


— 


DEDUCTION OF INTEREST ON FIXED 
TERM DEBT ISSUED AT DISCOUNT 
Section 11(1)(c) and 11(1)(cb) 

Under section 11(1)(c) a deduc- 
tion is permitted of the amount of 
interest (to the extent that it is rea- 
sonable) 

(1) upon borrowed money used for 
the purpose of earning income 
from a business or property, and 

(2) upon money payable for prop- 
erty acquired for the purpose of 
gaining or producing income 
therefrom or from a business .... 

While certain expenses of borrowing 
money are deductible under 11(1) 
(cb), where bonds or debentures to 
secure a loan are issued at a dis- 
count, i.e. for less than the amount 
repayable by the borrower, the bor- 
rower is allowed no deduction for the 
amount of the discount despite the 
fact that it is as much a cost of the 
loan as is the interest thereon. Fur- 
ther, that part of the discount which 
is the underwriters’ commission is 
taxable in his hands. 


Recommendation: It is recommended 
that a deduction for such charges as 
are mentioned above should be allow- 


ed in the cases of bonds, debentures 
and other fixed term debt issued on 
a basis whereby the same are not 
convertible into share capital, by 
amending section 11(1)(c) or 11(1) 
(cb) 
to permit the deduction of discount 
and/or vnderwriters’ commission on 
bonds, debentures or other fixed term 
debt (excluding debt issued on a con- 
vertible basis) not exceeding 5% of the 
face amount of the security. 


DEDUCTIBILITY OF BUSINESS 
EXPENSES 
Section 12(1)(a) and 12(1)(b) 

Liability for income tax under our 
law is measured by “taxable income” 
which is, generally speaking, net in- 
come minus certain deductions from 
income which are allowed in arriving 
at taxable income. Net income is ar- 
rived at by deducting from the 
amounts included in income certain 
expenditures and allowances. How- 
ever, by reason of specific provisions 
in the Act and a long series of judicial 
decisions in England and Canada, the 
expenses allowed in arriving at in- 
come for tax purposes are severely 
limited. Many expenses which would 
be deducted in arriving at income un- 
der accepted accounting practices and 
as a matter of common sense are dis- 
allowed for income tax purposes. The 
result, particularly in view of the 
present high rates of taxation, is to 
create inequities and hardship upon 
taxpayers which incur substantial 
bona fide business expenses which, 
for some technical reason, are not 
allowed as deductions. 

The principal difficulties arise from 
sections 12(1)(a) and 12(1)(b) of 
the Act. These provisions have been 
adopted, with certain changes in 
wording, from corresponding provi- 
sions in the British Income Tax Act. 
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The provision in the British In- 
come Tax Act which corresponds with 
section 12(1)(a) provides that no 
sum shall be deductible in respect of 
disbursements or expenses not wholly 
and exclusively laid out or expended 
for the purposes of the trade. In 
dealing with this provision in 1906 in 
the House of Lords decision in Strong 
v. Woodifield, Lord Davey made the 
statement that “it is not enough that 
the disbursement is made in the 
course of, or arises out of, or is con- 
nected with the trade or is made out 
of the profits of the trade. It must be 
made for the purpose of earming 
profits.” This statement has been 
quoted and relied on by the courts 
many times since 1906. In the 1955 
Report of the British Royal Com- 
mission on the Taxation of Profits and 
Income it was recommended that the 
restricted meaning applied to the 
statutory provisions because of this 
statement by Lord Davey should be 
removed by statute. No legislation 
has as yet been introduced in Eng- 
land to carry out this recommenda- 
tion. It may be observed that the 
wording of section 12(1)(a) is more 
restrictive than the corresponding 
British provision and in fact is very 
similar to Lord Davey’s test for the 
application of the British provision. 

The following are examples of ex- 


penses, the deduction of which has 
been disallowed in Canada: 


(1) The cost of special surveys and 
cruises required by a provincial stat- 
ute to be made on timber limits 
leased from a provincial government 
— K.V.P. Company Limited v. M.N.R. 
(Ex. Ct., 1957). 

(2) Payments made by a trans- 
portation company to certain munic- 
ipalities to enable them to improve 
their local roads, the payments hav- 
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ing been made as a condition of ob- 
taining an order from a provincial 
Public Utilities Commission — British 
Columbia Electric Railway Company 
v. M.N.R. (Ex. Ct., 1957). 

(8) A payment made by a mining 
company to a power company in con- 
sideration for the latter extending a 
power line to a mine in a remote 
area — Ormiston Mining and Smelt- 
ing Company Limited v. M.N.R. 
(ITAB, 1957). This specific type of 
expenditure is now allowed as a de- 
duction under section 11(15) which 
was enacted in 1957. 

(4) A commission paid by the pur- 
chaser of an exclusive distributorship 
to the vendor thereof at the rate of 
2c per foot of the product sold — 
No. 383 v. M.N.R. (ITAB, 1957). 

(5) Travelling expenses of a tax- 
payer and his employee incurred on a 
trip made to acquire knowledge of a 
particular technique — Birch v. 
M.N.R. (ITAB, 1956). This case 
raises the question of whether the 
cost of education should be deduct- 
ible or depreciable. It also raises the 
question whether continuing educa- 
tion of individuals such as profession- 
al men who require such education 
for the purpose of their businesses or 
the education by an employer of its 
employees, should be distinguished 
from the initial basic education of an 
individual. 

(6) The price paid to a contractor 
to acquire from him a construction 
contract — No. 392 v. M.N.R. (ITAB, 
1957). 

(7) Legal fees and disbursements 
paid to obtain a favourable modifica- 
tion of the Customs Tariff affecting 
materials imported by the taxpayer— 
Arrco Playing Cards Company (Can- 
ada) Limited v. M.N.R. (Ex. Ct., 
1957). 
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(8) Expenses of a libel action 
where the alleged libel related to the 
way in which the taxpayer’s business 
was carried on — William F. Koch 
Laboratories of Canada Limited v. 
M.N.R. (ITAB, 1956). 


(9) Promotional expenses incurred 
on behalf of subsidiary companies — 
Canadian Ice Machine Company 
Limited v. M.N.R. (ITAB, 1957). 


(10) Payments made by shipping 
companies to secure the cancellation 
of charters of ships in order to avoid 
a loss or to permit the ship to be 
chartered on a more profitable basis 
— Halifax Overseas Freighters Lim- 
ited v. M.N.R., Bedford Overseas 
Freighters Limited v. M.N.R., and 
Falaise Steamship Company Limited 
v. M.N.R. (ITAB, 1957). 


Most of the above cases were de- 
cided in Canada within the last year. 
The list could be supplemented in- 
definitely by going back to previous 
years. While some of these cases are 
under appeal and while some of the 
inequities and hardships might be 
ameliorated by judicial decision, it is 
submitted that any substantial im- 
provement of the law relating to de- 
ductions is unlikely from this source 
and in any event would only be a 
partial solution. It is submitted that 
the entire subject of deductions 
should be reviewed and re-examined 
and that the Income Tax Act should 
be amended in such a way as to per- 
mit the deduction of bona fide ex- 
penses incurred in connection with 
the operation of a business or prop- 
erty. 

We would suggest that expenses 
which are disallowed for tax pur- 
poses should generally speaking be 
confined to the following classes: 


(a) Expenses made to acquire a cap- 


ital asset where the value of the 
asset will diminish over a period, 
in which case, the cost should be 
allowed over a number of years 
as depreciation, depletion or 
amortization. 

(b) Expenses made to acquire a cap- 
ital asset or benefit which will 
not depreciate in value such as 
land. 

(c) Expenses made to earn certain 
types of exempt income. 

(d) Expenses which are not related 
to a business, or to a property 
held for the production of in- 
come. 

The revenue is partly protected in 
respect of these types of expenses by 
section 12(1)(c) which prohibits the 
deduction of expenses made to earn 
exempt income, section 12(1)(h) 
which prohibits the deduction of 
personal or living expenses and 
section 12(2) which prohibits the 
deduction of unreasonable expenses. 
Some additional protection is_re- 
quired in sections 12(1)(a) and 
12(1)(b), but it is submitted that 
these provisions as construed by the 
courts are much too restrictive and, 
as indicated above, create inequities 
and hardship. 

Recommendation: It is recommended 

that paragraphs (a) and (b) of sec- 

tion 12(1) be amended so as to read 
somewhat as follows: 

(a) an outlay or expense except to the 
extent that it was made or incurred 
in connection with the taxpayer’s 
property or business which has been 
acquired or is operated for the 
purpose of gaining or producing 
income, 
an outlay made to acquire a capital 
asset or advantage which by its 
nature will endure indefinitely or 
in respect of which allowances may 
be deducted under this Part, except 
to the extent of such allowances. 


(b 


~— 





234 THE CANADIAN CHARTERED ACCOUNTANT, MARCH, 1958 


FARMING AS CHIEF SOURCE 
OF INCOME 


Sections 13 and 42 


It sometimes occurs that farm losses 
are disallowed when farming is un- 
questionably being carried on as a 
profit making venture with no ele- 
ment of a hobby nature involved in 
the farming. The same is true with 
respect to averaging under section 
42. 


Recommendation: It is recommended 
that these sections be reviewed and 
revised to eliminate inequities which 
do occur because of the interpre- 
tation being placed on the phrase 
“chief source of income”. 


METHOD OF COMPUTING INCOME 
Section 14(1) 

Recent jurisprudence appears to 
have rendered the meaning of sec- 
tion 14(1) obscure, especially as re- 
gards “accepted for the purposes of 
this part”. There is also uncertainty 
regarding the meaning of the words 
“method for computing income from 
a business or property”. 

The reported decisions Ken Steeves 
Sales Limited v. M.N.R. and No. 282 
v. M.N.R. indicated that some doubt 
existed as to whether a method of 
computing income can ever be ac- 
cepted by the Minister in view of his 
right to reassess. If this doubt is justi- 
fied the effect of section 14(1) would 
be nullified and a method of com- 
puting income could never be con- 
sidered adopted and accepted so as to 
bind either the taxpayer or the Min- 
ister in future years. 


Recommendation: It is recommended 
that provisions should be introduced 
to the effect that: 
a method of computing income is deem- 
ed to be accepted for the purpose of sec- 


tion 14(1) if the Minister accepts such 
method in writing or if the method has 
not been rejected by the Minister within 
four years after the receipt of the 
original assessment for the first year in 
which the taxpayer adopted that method. 


LEASE OPTION AGREEMENTS 
Section 18 

The principal objection to this pro- 
vision is that it applies in the case of 
every lease which includes an option 
to purchase, even though it may be 
clear that the rental payments do not 
in fact contain any element of instal- 
ment payment on the purchase price. 
In such cases the special lease-option 
treatment frequently results in unfair 
deferment of deductions for rental 
payments, particularly in cases where 
the option to purchase may not be 
exercised, and may result in denial of 
any deduction whatever where non- 

depreciable property is involved. 


In addition, these provisions are 
unsatisfactory in a number of other 
respects. Capital cost of the property 
deemed acquired by the lessee is 
not adequately defined, particularly 
where the option to purchase may 
be exercised at more than one date 
during the term of the lease. Nor is 
there any provision dealing with 
the division of the deemed cost be- 
tween depreciable and non-depre- 
ciable property, although this is re- 
quired in order to ensure an equit- 
able result to the lessee. 


A deduction should be denied for 
any part of rental payments which 
may reasonably be regarded as pay- 
ments for a right or option to pur- 
chase at a favourable price in the 
future. However, it is suggested that 
this object would be achieved 
through the application of the gen- 
eral principles of determination of in- 
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come, and the special provisions are 
not required. 


Recommendation: Repeal of section 
18 is recommended. 

Alternatively it is recommended 
that the provisions of section 18 
should not apply in the case of real 
property if the option price fixed by 
the agreement is not less than the 
fair market value of the property at 
the time the agreement is made. 


BUSINESS LOSSES 
Section 27(1)(e) 

A taxpayer is now entitled to the 
benefit of this section only in a case 
where its income for the taxation 
year is derived from the same busi- 
ness in which the loss was sustained. 

An individual taxpayer who has 
been unsuccessful in one type of busi- 
ness should be permitted to engage in 
another or completely new type of 
business without risk of losing the 
privilege of the loss-carry-over pro- 
visions. Similar treatment should be 
accorded a corporate taxpayer so long 
as control of the share capital of the 
company does not change. It seems 
unreasonable that a loss from one 
business can be deducted from the 
income of another business of the tax- 
payer which was earned in the same 
taxation year as the loss was incurred, 
while a deduction may be denied if 
the loss was incurred in one year 
and the income was earned in the 
following year. 

It would also seem that a company 
should be entitled to the benefit of 
the section in cases where control has 
changed but a loss has been incurred 
from the same business as that from 
which the income is earned. 


Recommendation: It is, therefore, 
recommended that section 27(1)(e) 


be amended so that the offset of losses 
of a taxation year against the profits 
of the previous taxation year, or the 
immediately 5 succeeding taxation 
years, would be denied only if the 
taxpayer is a corporation and both 
of these two disqualifying provisions 
become applicable: 

(1) Control of more than 50% of the 
shares of the corporation are ac- 
quired by a new group of share- 
holders at an arm’s length trans- 
action, and 

(2) The type of business carried on 
by the taxpayer is changed. 


DESIGNATED SURPLUS 
Section 28(2) et seq. 

We understand that the purpose of 
subsections (2) to (9b) of section 28 
was to prevent one corporation from 
purchasing shares of another corpora- 
tion in an arm’s length transaction 
and then having the controlled cor- 
poration distribute its undistributed 
income on hand to the controlling 
corporation by way of tax-free di- 
vidend. We submit that this purpose 
is not applicable where the corpora- 
tions both before and after the pur- 
chase are members of a group of com- 
panies having common control. The 
provisions result in rigidity in the or- 
ganization of groups of companies 
and impose an obstacle in the way 
of reorganizations which should take 
place from a business point of view. 

This view is supported to some ex- 
tent by the exception to the operation 
of these provisions contained in sub- 
section (9a) which was introduced in 
1958 and was expanded to some ex- 
tent in 1957. It is submitted that this 
exception is entirely too narrow. It 
does not apply, for example, in a case 
in which a sub-subsidiary acquires 
control of another sub-subsidiary of 
the same parent corporation. Sim- 
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ilarly, it does not apply where a 
parent corporation acquires from a 
subsidiary corporation the shares of 
a sub-subsidiary. In our view, there 
is no reasonable ground for distinc- 
tion between these cases and those 
which are provided for in subsection 
(9a). 

Recommendation: We recommend 
that section 28 be amended to pro- 
vide that control of one corporation 
shall be deemed not to have been 
acquired by another if control was 
acquired in a non-arm’s length trans- 
action. 


FOREIGN TAX CREDIT 
Section 41 

The deduction for foreign tax on 
income of a Canadian resident is lim- 
ited under section 41(1)(b), to the 
proportion of the tax otherwise pay- 
able under Part I that the foreign in- 
come (other than exempt income) is 
of his entire income for the year 
(other than exempt income). This 
limitation unfairly restricts the deduc- 
tion for foreign tax in cases where the 
tax otherwise payable is reduced by 
reason of 
(a) a credit under section 38 for di- 

vidends from taxable Canadian 
* corporations; 
(b) a deduction for business losses 
of other years. 
These deductions may not reduce the 
tax imposed under Part I on the 
foreign income, and thus should not 
affect the amount of foreign tax al- 
lowed as a deduction. 

A similar situation exists in con- 
nection with income of a foreign 
branch of a Canadian corporation. 
The income of the foreign branch is 
subject to the full rates of tax under 
Part I and is not eligible for a de- 
duction under section 40 for provin- 
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cial tax. The credit allowed for 
foreign tax on such income is, how- 
ever, limited to the average rate of 
tax under Part I after taking deduc- 
tions for provincial tax into account. 
Recommendation: The limitation on 
the deduction for foreign tax contain- 
ed in section 41(1)(b) should be 
amended to ensure that the deduc- 
tion will not be affected by deduc- 
tions and credits allowed in respect of 
other income. It is felt that foreign 
taxes should be deductible up to the 
amount by which the tax under Part 
I was increased by reason of the 
foreign income. 

On a broader scale, inequities arise 
by reason of the fact that the with- 
holding tax in income paid to non- 
residents is charged on the gross 
amount of income paid, without de- 
ductions of any kind. There is no 
doubt that the latter feature is taken 
into account in fixing the rate of tax 
which is in most cases 15%. Foreign 
countries, such as the United States, 
follow the same procedure when 
charging withholding tax on income 
from United States sources paid to 
Canadian residents. Interest income, 
for example, received by a Canadian 
taxpayer from a United States payer 
is subject to a U.S. withholding tax of 
15% at the source and is also subject 
to ordinary rates of tax in the recipi- 
ent’s Canadian return. In computing 
the foreign tax credit allowed to a 
Canadian taxpayer, it is the practice 
of the Division to disallow a portion 
of the foreign tax deemed applicable 
to an amount of income equal to the 
amount of expenses considered ap- 
plicable to the foreign income. To 
the extent of this disallowance the 
income is subject to taxation that 
seems unjustified. It is recommended 
that this section be amended to pro- 
vide relief. 
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“NIL” ASSESSMENTS AND 
ASSESSMENT OF LOSSES 
Section 46 
It was held by the Supreme Court 
of Canada in 1955 in Okalta Oils 
Limited v. M.N.R. that a “nil” assess- 
ment is not an assessment and that no 
appeal can be taken from one. This 
has two unfortunate consequences: 
(1) A taxpayer cannot appeal in re- 
spect of a loss year or a year in 
which no tax is payable and ac- 
cordingly cannot have his tax 
position determined for such a 

year. 

(2) The four year period leading to 
immunity from reassessment does 
not commence to run from the 
date of mailing of a “nil” assess- 
ment. 

Section 42(2a) contains an excep- 
tion to the above rule and provides 
that the provisions of the Act relat- 
ing to assessment will apply to an 
assessment which shows no tax to be 
payable or that an overpayment has 
been made by a farmer or fisherman 
in the year of averaging. 


Recommendation: It is recommended 

that the Act be amended to provide: 

(a) that upon application in pre- 
scribed form a loss will be assess- 
ed and that such an assessment 
will be deemed to be an assess- 
ment for all purposes of the Act; 
and 

(b) that a “nil” assessment will be 
deemed to be an assessment for 
the purposes of section 46(4) (b) 
and only for that purpose. 


WHERE PAID-UP CAPITAL 
INCREASED 


Section 81(8) 
A strict reading of this section 
would appear to mean that the con- 
version of debentures and _ other 


liabilities into capital stock with a 
resulting increase in the paid-up cap- 
ital would be deemed capitalization 
of undistributed income. The share- 
holders would be taxable to the ex- 
tent of this capitalization. It does not 
seem reasonable that this should be 
the case and with the number of con- 
vertible debenture issues of the last 
few years it could be a matter of 
considerable importance. If such is 

a proper interpretation of this sec- 

tion, it is recommended that a re- 

vision be made to add to paragraph 

(b) of sub-section (8) following the 

word “assets” “and/or reduced the 

liabilities”. 
TAXATION ON UNDISTRIBUTED 
INCOME 
Section 105 
There are a number of inequities 

in the operation of section 105: 
(1) In many cases the undistributed 
income of a company has been 
reduced since 1949 by large divi- 
dend payments or losses. How- 
ever, no election can be made 
under section 105 unless it is first 
made on the entire undistributed 
income on hand at the end of the 
1949 taxation year minus its tax- 
paid undistributed income at that 
time. 
In many cases where undistrib- 
uted income has not been re- 
duced since 1949 it is desired to 
elect to pay the 15% tax on less 
than the entire undistributed in- 
come at that time. If this were 
permissible an orderly program 
of elections over a period of years 
would be feasible. 

(3) A subsidiary controlled corpora- 
tion is not entitled to make an 
election under section 105(2) on 
dividends which were paid prior 
to the acquisition of control and 
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taxable in the hands of indivi- 
dual shareholders. This com- 
pounds the difficulties caused by 
the designated surplus provisions 
in section 28. 

(4) It is cumbersome and expensive 
to go through the formalities of 
capitalization in order to distrib- 
ute tax-paid undistributed income 
tax free. 


Recommendation: It is recommended 

that: 

(a) Section 105(1) be amended to 
permit one or more elections 
each on a portion of the undis- 
tributed income on hand at the 
end of the 1949 taxation year 
minus the tax-paid undistrib- 
uted income at that time. 

(b) Section 105(2) be amended to 

permit a subsidiary controlled 

corporation to elect to pay the 

15% tax on dividends paid before 

it became a subsidiary controlled 

corporation and after 1949. 

The Act should be amended to 

permit a corporation to pay tax- 

free dividends out of tax-paid 
undistributed income. Provision 
should be made for the corpora- 
tion to elect whether a particular 
dividend is paid out of tax-paid 

» undistributed income or out of 
non-tax-paid undistributed  in- 
come. 
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ARM’S LENGTH — IRREBUTTABLE 
PRESUMPTION 
Section 139(5) 

Section 139(5) provides that re- 
lated persons shall be deemed not to 
deal with each other at arm’s length 
and that it shall be a question of fact 
whether persons not related to each 
other were at a particular time deal- 
ing with each other at arm’s length. 
It is submitted taxpayers should not 


be subject to taxation in Canada 
on the basis of relationships which 
are conclusively presumed to exist but 
which in many cases do not in fact 
exist. 


Recommendation: It is recommended 
that, in place of the irrebuttable pre- 
sumption that related persons as de- 
fined by subsections (5a) to (5d) and 
(6) of section 189 do not deal with 
each other at arm’s length, the Act 
should provide that they shall be 
presumed not to deal with each other 
at arm’s length so that the taxpayer 
may have the opportunity of rebut- 
ting the presumption by evidence 
satisfactory to a court of law. 


UNINCORPORATED BUSINESSES 

The tax advantages of carrying on 
business through a corporation are 
denied to a large group of taxpayers 
namely the professions because of the 
traditions of those professions as to 
personal liability. Therefore to equate 
the tax treatment, allow such persons 
or firms to elect to be taxed as if 
they were a corporation. Other busi- 
nessmen outside the professional 
group have the opportunity of elect- 
ing by the act of incorporation. 

All the corporate provisions in the 
Income Tax Act dealing with undis- 
tributed income, etc., would apply 
upon winding up, or upon the re- 
vocation of the election. 

This method of taxation has worked 
satisfactorily in the United States al- 
though it is not applied there to pro- 
fessional practitioners. 


ADVANCE TAX RULINGS 
Whatever defects may be found in 
the proposal hereunder, after con- 
siderable study, we believe that the 
principle of advance tax rulings is 
sound. Any taxpayer should be en- 
titled to know what his tax liability 
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may be as a result of any proposed 
transaction at or near the time the 
transaction takes place and not many 
months or even years later when his 
income tax returns are finally as- 
sessed. If the Income Tax Act were 
clear and explicit in all cases this pro- 
posal would be unnecessary, but the 
Act is not. In the interest of fore- 
knowledge and uniform assessment 
then this proposal is made. 


It should be no more difficult for 
the Department to make advance rul- 
ings than it is to make assessments. 
As the Department must ultimately, 
in making an assessment, consider all 
the factors which are involved in an 
advance ruling, no addition to the 
burden or work in the Department is 
occasioned, just the timing of the 
work. 

The following advantages to tax- 
payers and/or the income tax au- 
thorities, as well as benefits to the 
national economy, are likely to ac- 
crue from firm advance rulings from 
the authorities as to tax assessment of 
specific transactions proposed by tax- 
payers, namely: 

(1) Advance knowledge of tax liabil- 
ity arising out of the specific 
transaction reduces business risk 
and thereby tends to encourage 
investment and business activity. 
Advance rulings tend to provide 
certainty as to the law and there- 
by aid business and other ele- 
ments of the economy upon the 
normal activity on which the tax 
system is dependent. 

(2) An advance ruling adversely af- 
fecting an important projected 
enterprise or raising an import- 
ant question of tax law facil- 
itates obtaining an early decision 
from the courts on a test trans- 


action. 
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(8) An advance ruling tends to dis- 
courage transactions which are 
likely to result in expensive and 
fruitless tax controversies. 

(4) An advance ruling facilitates the 
correct computation of taxes by 
taxpayers and thereby promotes 
voluntary compliance. 
Requests for advance rulings are 
an important source of informa- 
tion as to the tax-thinking of tax- 
payers and tax practitioners for 
the assistance of the authorities 
and laying the ground work for 
fair and economical tax adminis- 
tration. 

(6) Requests for advance rulings 
facilitates the work of assessment 
by providing information much 
earlier than would otherwise be 
obtained. 

(7) Publication of such advance rul- 
ings would promote uniformity 
of assessment and avoid multi- 
plicity of applications on the 
same point. 

The following recommendation is 
made: 

(1) That the “Income Tax Act” be 
amended to provide authoriza- 
tion requiring the Minister of 
National Revenue through his 
designated officers to make ad- 
vance rulings on the request of 
taxpayers as to the tax assess- 
ment which would result from 
specific prospective transactions. 

(2) That in setting up the necessary 

administrative machinery the fol- 

lowing principles be adopted: 

(a) One central agency should 
be responsible for all ad- 
vance rulings. 

(b) Advance rulings should be 
issued only for specific pros- 
pective transactions based 
upon full disclosure of all 
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relevant facts and of all busi- 
ness reasons therefor. 
For all assessing purposes, 
an advance ruling should 
bind the Income Tax Depart- 
ment against making any as- 
sesssment less favourable to 
the applicant, where: 

(i) There has been no misstate- 
ment or omission of material 
facts on the application; 

(ii) the facts subsequently de- 
veloped are not materially 
different from the facts on 
which the ruling was based; 
and 

(iii) the taxpayer has acted in 
good faith in reliance on the 
ruling and a retroactive re- 
vocation would be to his 
detriment. 

(d) Any advance ruling should 
be without prejudice to any 
of the rights of the applicant. 


(c) 


PART II 


PAYMENTS BASED ON PRODUCTION 
OR USE 


Section 6(j) 


It is recommended that in connec- 
tion with payments based on pro- 
duction or use, this section be amend- 
ed to make it clear that capital pay- 
ments received on the disposal of 
property are excluded from this sec- 
tion when the purchase price is 
definite and payable within a reason- 
able time. 

DEDUCTION FOR SUCCESSION 


DUTIES — PENSIONS AND 
ANNUITIES 


Section 11 


Recommendation: It is recommended 
that the Income Tax Act be amended 
to provide that only the net amount 
received under a penison plan or 
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annuity, that is, the amount remain- 
ing after deduction of the succession 
duty payable with respect thereto, 
should be treated as income of the 
recipient, 


INTEREST ON SUCCESSION DUTIES 
Section 11(1) (0) 

It is recommended that this section 
be amended by the addition of the 
words “or interest actually paid on 
money borrowed for the specific pur- 
pose of paying succession duties or 
inheritance taxes, but not in excess of 
the interest rate that would be 
charged by the government to whom 
the duties were payable”. 


RESERVES 
Section 12(1)(e) 

It is recommended that: 
(1) All uses of the word “reserve” in 
the Act, other than in sections 
12(1)(e), 9, 11(4) and 30, be 
changed so that the terminology 
may conform with the now gen- 
erally accepted accounting use of 
the word, and 
that the word “reserve”, as used 
in sections 12(1)(e), 9, 11(4) 
and 80, be defined in the Act. 


FISCAL YEAR-ENDS 
Section 15(3) 

At the present time, where a pro- 
prietor, as distinct from a_ partner, 
disposes of a business during a fiscal 
year, he has the right to elect that his 
fiscal period be deemed to have end- 
ed at the time it would ordinarily 
have ended. 

This right of election, however, is 
not granted to partners but is granted 
only to proprietors. 

An example of the above is where 
two partners are in business and their 
fiscal year ends February 28 and they 
dispose of their business on June 80. 


(2) 














Under the Income Tax Act the part- 
ners cannot elect to continue their 
fiscal period to the end of the normal 
fiscal period and are taxable on six- 
teen months’ income. Had this ex- 
ample been a proprietor, under the 
Income Tax Act, he could elect to 
continue his fiscal period to the end 
of the normal fiscal period (section 
15(3)). 

Section 15(2) gives this right to 
members of partnerships in cases 
where the partnership is wound up by 
reason of the death or withdrawal of 
a partner or by reason of a new mem- 
ber being taken into the partnership. 


Recommendation: It is recommended 
that this election be granted to part- 
ners as well as to proprietors. 


INDIRECT PAYMENTS 
Section 16(1) 


The scope of this section is so wide 
that almost any payment made by a 
corporation could be brought within 
this section on the assumption that 
any payment is a benefit. Since the 
wording does not confine the pay- 
ments, etc., to persons not dealing at 
arm’s length or to transactions other 
than at “fair value”, we believe that 
the legal effect of the section greatly 
exceeds in its application the pur- 
poses for which it was enacted. We 
believe that benefits are already tax- 
able to employees and to shareholders 
under sections 5 and 8 respectively, 
reinforced by sections 137 and 138, so 
that the only reasonable necessity for 
section 16(1) would be with respect 
to other persons for inadequate con- 
siderations. 


Recommendation: It is recommended 
that the wording of the section should 
be changed to confine its application 
to instances where benefits are bes- 
towed without adequate considera- 
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tion on persons other than employees 
and shareholders and for purposes of 
tax avoidance. 


INADEQUATE CONSIDERATION 
Section 17(2) 

This section covers sales to a per- 
son with whom the taxpayer is not 
dealing at arm’s length at a price less 
than what is determined to be the 
fair market value. The fair market 
value must be used by the vendor for 
the purpose of computing his in- 
come and, if such is the case, the 
purchaser should be entitled to use 
the same market value for the pur- 
pose of computing his income and 
must have the right to be reassessed. 
Accordingly this section should be 
amended by the addition of the fol- 
lowing “and the fair market value 
thereof shall, for the purpose of com- 
puting the purchaser's income, be 
deemed to have been paid or to be 
payable therefor”. 

TRANSFERS TO SPOUSE, 
MINORS, ETC. 
Sections 21(1) and 22 

These sections provide that where 
property is transferred from a tax- 
payer to his spouse or to a minor or 
trust, the income from the property 
shall be included in the income of the 
transferor in later years. It should 
be made clear that these provisions 
should apply only to the excess of the 
value of the property so transferred 
over the value of the consideration 
received therefor. 


HUSBAND AND WIFE 


Section 21(2) and (3) 

These provisions disallow the de- 
duction from taxable income of the 
remuneration paid to a wife who is 
employed by her husband or a part- 
nership in which her husband is a 
partner. 
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Recommendation: It is recommended 
that the remuneration received by an 
employed spouse should be deduct- 
ible and treated as separate income 
in the employee’s hands, where the 
services are actually performed and 
a compensation is not greater than 
what would be paid to another per- 
son for the same services. 


CHARITABLE DONATIONS 
Section 27(1)(a) 

The 1957 amendment to this para- 
graph refers to “the aggregate of 
gifts made by the taxpayer in the 
year (or in the immediately preced- 
ing year,....)”. It is suggested that 
the underlined words should read 
“and” instead of “or”. 


MEDICAL EXPENSES 
Section 27(1)(c) 

The medical expense allowance is 
presumably designed to allow tax- 
payers a deduction for catastrophic 
or unduly severe medical expenses 
which have the effect of reducing in- 
come and which are uncontrollable. 
The section as presently written limits 
the amounts of expenses deductible 
and also the drugs which may be in- 
cluded and therefore the deduction 
allowable in many cases falls short of 
the original intention of the legisla- 
tors. 


Recommendation: It is accordingly 
proposed that the present restrictions 
on the amounts allowable be rescind- 
ed, and necessary drugs be included. 


BUSINESS LOSSES 
Section 27(1)(e) and Section 63 
Where the income of a trust or es- 
tate is payable to the beneficiaries 
each year, under subsections (4) and 
(6) of section 63, the income is tax- 
able in the hands of the beneficiaries 
rather than the trust or estate. Where 


in these circumstances the trust or es- 
tate is carrying on business and wishes 
to carry back or forward and deduct 
business losses under section 27(1) 
(e), it is understood that the Depart- 
ment of National Revenue has taken 
the position that the loss is not de- 
ductible under section 27(1)(e) be- 
cause under paragraph (iii) of that 
provision the deduction is limited to 
the taxpayer's (i.e. the trust’s or es- 
tate’s) income for the year. 


Recommendation: It is recom- 
mended that the Act be amended to 
provide that business losses will be 
deductible from the amount included 
in the income of the beneficiaries of 
a trust or estate under section 63(6) 
if it would have been deductible from 
the income of the trust or estate if no 
deduction were made under section 


63(4). 


ASSOCIATED COMPANIES — 
ALLOCATION of $25,000 “BASE” 
Section 39(3a) 


Recommendation: It is suggested 
that, where companies deemed asso- 
ciated divided a “base” for the 20% 
income tax on the first $25,000, 
leeway be given to the group to re- 
allocate that base on the reassess- 
ment of one or more of the compan- 
ies in that group. Time limits for 
this should be 60 days from the date 
of mailing the notice of assessment 
or reassessment of any of the com- 
panies in the group. 


AVERAGING INCOMES OF 
FARMERS AND FISHERMEN 
Section 42 
Under section 42 the income of a 
farmer or fisherman may be averaged 
in five-year blocs in accordance with 
the requirements set out in this sec- 
tion, whence it follows that if a far- 
mer or fisherman dies or retires from 
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farming or fishing before an averag- 
ing bloc is completed there is no right 
to average his income for the period 
expired to the date of his death or re- 
tirement. 


Recommendation: It is accordingly 
recommended that section 42 be am- 
ended to permit the income of a 
farmer or fisherman to be averaged 
for a shorter period than five years 
where the end of that period coin- 
cides with his death or retirement. 


RULES RE ASSESSMENTS 
Section 46(5) 

This subsection gives the taxpayer 
the right to file an amended return 
for a taxation year within one year 
from the day when the return for 
that year was due for filing if he in- 
curs a deductible business loss in the 
following taxation year. If, however, 
the taxpayer is delayed in filing the 
amended return it would appear that 
he will lose part or all of the loss 
deduction. It is suggested that this 
penalty is too severe and the provi- 
sion should be amended to require 
an automatic reassessment of the pre- 
vious year’s taxable income. 


WITHHOLDING 
Section 47 and Part I of the Regulations 

Section 47 imposes an obligation 
on every person making certain types 
of payments to withhold such amount 
as may be prescribed and to remit 
these amounts to the Receiver Gen- 
eral on account of the payee’s tax for 
the year under Part I of the Act. 

The provisions of Part I of the 
Regulations, which prescribe the 
amounts to be withheld, require 
withholding of tax from all payments 
of remuneration to employees, wheth- 
er not such employees are residents 
of Canada or otherwise liable to Can- 
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adian tax. In addition, the amounts 
required to be withheld from com- 
missions paid to employee salesmen 
are based on the amounts paid even 
though the recipient may be required 
to pay substantial expenses out of the 
gross commission income. A similar 
situation exists in the case of pay- 
ments made to non-residents in re- 
spect of services rendered in Canada, 
otherwise than in the course of regu- 
lar and continuous employment. 
This would appear to apply not only 
in the case of employees but also to 
independent contractors performing 
services in Canada for a fee. In all 
such cases withholding is required 
on the basis of the gross amount paid 
for the services without regard to the 
expenses incurred in earning the rev- 
enue. 


Recommendation: It is recom- 
mended that section 47(1) and/or 
Part I of the Regulations should be 
amended to: 

(1) Make it clear that withholding 
of tax is not required in the case 
of payments to non-residents of 
amounts which would not be 
subject to Canadian tax. 

Provide that the amount of in- 
come from which withholding is 
required may be reduced by the 
amount of expenses incurred by 
the payee in earning that income. 


(2) 


INTEREST ON TAXES 
Section 54(6) 
Recommendation: It is recom- 


mended that section 54(6) be re-en- 
acted with an amendment to provide 
that interest shall recommence only 
from 30 days after the day of mail- 
ing of the notice of reassessment es- 
tablishing any additional amount of 
taxable income instead of 30 days 
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from the day of mailing of the notice 
of the “original assessment”. 


NOTICE OF OBJECTION 
Section 58 

There are occasions when taxpay- 
ers because of circumstances over 
which, from a practical point of view, 
they have little or no control, find 
themselves denied an appeal against 
an assessment by reason of the re- 
quirement that a Notice of Objection 
must be delivered within sixty days 

of the date of the assessment. 


Recommendation: It is recom- 
mended that provision should be 
made in the Act to permit such tax- 
payer to make application to the Min- 
ister for an extension of time, and if 
the Minister refuses, then for an ap- 
plication to a Member of the Income 
Tax Appeal Board to the same ef- 
fect. 


OBJECTIONS TO ASSESSMENTS 
Section 58 


Recommendation: It is recom- 
mended that an automatic extension 
of time for filing a notice of objection 
for a taxation year should be granted 
to the taxpayer in a case where the 
taxable income of an earlier year is 
reassessed after 60 days have elapsed 
from the day of mailing of the notice 
of assessment where changes made in 
the earlier year (such as inventory 
adjustments, changes in the cost of 
depreciable property, etc.) affect the 
taxable income of the later year. 

Alternatively, the taxpayer should 
have the right to require a reassess- 
ment of subsequent years affected by 
an assessment of an earlier year. 

Some provision should also be 
made to permit taxpayers to take ad- 
vantage of the applicable credit for 


foreign tax when the foreign tax has 
been increased with respect to a par- 
ticular year and the Canadian tax for 
that year has already been assessed 
and the normal time for objection to 
that assessment has already elapsed. 


DEDUCTION FOR CANADIAN TAX 
WITHHELD FROM TRUST INCOME 


Section 63 


Where a Canadian beneficiary re- 
ceives income from a foreign estate or 
trust having income from Canadian 
sources that is subject to the 15% 
withholding tax in Canada, such in- 
come is subject to tax a second time 
in the return of the Canadian benefi- 
ciary with no provision for a tax 
credit in respect of the Canadian tax 
withheld at the source. 


Recommendation: It is recommended 
that the tax withheld from his share 
of such income should be refunded 
to the Canadian beneficiary, or treat- 
ed as a payment of his tax under Part 
I of the Act, and his right to the 20% 
dividend credit on any Canadian 
dividends included in his income 
should be confirmed. 


DIVIDEND DEDUCTION TO A 
BENEFICIARY OF A TRUST 
OR ESTATE 
Section 63(11) 

This provision allows a beneficiary 
of a trust or estate to claim the 20% 
dividend credit in respect of his share 
of dividends from taxable Canadian 
corporations received by the trust or 
estate. It would appear that this 
allowance is lost in a case where an 
estate is a beneficiary of another es- 
tate. 


Recommendation: It is recommended 
that this anomaly should be removed. 
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RIGHTS OR THINGS OF INCOME 
NATURE OWNED BY DECEASED 
TAXPAYER 
Sections 64(2) and 64(3) 

In Western Canada the large ma- 
jority of farmers calculate their in- 
come on a cash basis. As a result, 
upon death, the value of their grain 
and livestock inventory is brought 
into income under section 64(2). 

In the case of grain, it is unlikely 
that it can be sold except in gradual 
stages over a period of years and at 
a price which is uncertain. 

This situation creates a hardship 
to the estate in that the income tax 
must be paid on the present value of 
the grain in spite of the fact that a 
cash return may not be received for 
a number of years. 


Recommendation: We recommend 
that section 64(3) be extended to 
permit the value of grain sold by an 
estate as well as by a beneficiary, to 
be included in income in the year of 
sale. 


PERSONAL CORPORATIONS 
Section 67 


Section 32(5)(c) defines rental in- 
come from real property as “earned 
income”. 


Recommendation: It is recommended 
that section 82 be amended to ex- 
clude from surtax rentals received 
through personal corporations and 
now treated as “investment income” 
by virtue of section 67(1). 
Recapture of depreciation of per- 
sonal corporations is taxable in the 
hands of the shareholders in the year 
of recapture as section 43(2) does 
not apply to personal corporations. 


Recommendation: It is recommended 
that section 43(2) be amended to 
provide that recapture of deprecia- 
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tion of a personal corporation may be 
taxable in the hands of the share- 
holders on record at the end of the 
taxation year of the recapture as 
provided for by this section and ap- 
plicable to other corporations or in- 


dividuals. 


SPECIAL CONTRIBUTIONS BY 
EMPLOYERS TO SUPERANNUATION 
FUNDS 
Section 76 


Section 76 provides that where an 
employer makes a special payment 
into a pension fund or plan in re- 
spect of past services, the payment 
may be deducted over a period of ten 
years. The payment can be made 
either in instalments or can be pre- 
paid. A problem arises in cases where 
such a special payment is prepaid 
and then, before the full amount of 
the payment has been deducted, the 
assets of the taxpayer are sold and 
the taxpayer ceases to have income 
against which the deductions can be 
claimed. 

A taxpayer makes such a special 
payment on the understanding it will 
be deductible for corporate tax pur- 
poses. The Department of National 
Revenue favours the early funding of 
pension plans as a matter of policy. 
However, at the time such a special 
payment is made by a taxpayer, it 
cannot be forecast whether the tax- 
payer will discontinue business or sell 
its business within ten years and 
cease to earn income. In these cir- 
cumstances it is submitted that the 
special payment should be deduct- 
ible in full for corporate tax purposes. 
In a case where the purchaser of as- 
sets continues the pension plan, it is 
considered that the purchaser should 
be entitled to deduct the unamortized 
portion for tax purposes of the special 
payment because the prepayment will 









246 THE CANADIAN CHARTERED ACCOUNTANT, MARCH, 1958 


normally be reflected in the purchase 
price for the assets. However, if the 
purchaser is granted the deduction, 
the vendor should not also be allowed 
the deduction either for corporate 
tax purposes or in calculating its un- 
distributed income on hand. 


Recommendation: It is accordingly 
recommended that, where a taxpayer 
has made a special pension payment 
in respect of past services and sells 
all or substantially all the assets of 
its business at a time when the pay- 
ment has not been fully deducted 
and the purchaser continues the pen- 
sion plan in effect, the vendor and 
purchaser should be entitled to make 
an election which will in effect place 
the purchaser in the same position as 
the vendor had been with respect to 
the deduction of the unamortized 
balance of the special payment. An 
analogous provision is section 85D 
relating to accounts receivable and 
reserves for doubtful accounts. 


The amendment should provide that 

if such an election is made, 

(a) the purchaser will be entitled to 

deduct the portion of the special 

payment or payments not de- 

ducted by the vendor, at the 

same rate per year as the vendor 

would otherwise be entitled to 

deduct such payment or pay- 

ments; and 

(b) the vendor would not be entitled 
to deduct the unamortized por- 
tion of the special payment or 
payments either in computing its 
income or, if a corporation, in 
computing its undistributed in- 
come on hand. (See section 
82(1)(a) (ii)(C)). 

It is also recommended that in a 
case where the taxpayer discon- 
tinues business, without sale, the 





whole of the then unamortized pay- 
ments be made deductible from tax- 
able income. 


DRILLING COSTS 
Section 83(A) 

Certain corporations do not, under 
the present Income Tax Regulations, 
have the right to deduct the drilling 
cost of an oil or natural gas well 
inside Canada from the income of 
that well, while at the same time 
they may, under section 1204(1), 
deduct drilling costs of an oil and 
natural gas well outside Canada from 
the income of that well. 

No provision is made in section 
83A for the deduction of drilling or 
exploration costs by individuals who 
are in receipt of income from an oil 
or natural gas well inside or outside 
of Canada or by taxpayers in receipt 
of income from an oil or gas well out- 
side of Canada. However, in 1954, 
section 1204 was added to the regula- 
tions permitting a taxpayer in receipt 
of income from oil or natural gas 
wells outside of Canada to deduct 
from the income of each such well an 
amount equal to the cost of drilling 
the well. The deduction does not in- 
clude exploration or geological and 
geophysical costs and is limited in 
each year to the income of the well 
itself. 

A similar deduction is allowed at 
the same time to individuals who re- 
ceived income from oil or gas wells 
in Canada. Section 1204 is applicable 
to the 1953 and subsequent taxation 
years. The deduction, therefore, is 
allowed to taxpayers who are in re- 
ceipt of oil or natural gas income out- 
side of Canada and to individuals 
who are in receipt of oil or natural 
gas income in Canada. Taxpayers by 
definition include corporations where- 
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as the term individuals excludes cor- 

porations. 

The present position can be sum- 
marized with respect to the taxpayers 
entitled to deduct drilling and ex- 
ploration expenses as follows: 

(1) Qualifying corporations, that is, 
corporations whose principal 
business is — 

(a) production, refining or mar- 
keting of petroleum, petrol- 
eum products or natural gas, 
or 

(b) exploring or drilling for 
petroleum or natural gas, or 

(c) mining, exploring for or pro- 
cessing of minerals 

may deduct in computing their 
income, all their drilling and ex- 
ploration costs incurred in Can- 
ada, and their drilling costs of 
wells from which they are receiv- 
ing income outside of Canada. 

(2) Associations, partnerships and 
syndicates formed for the pur- 
pose of exploring or drilling for 
petroleum or natural gas receive 
a similar allowance. 

(8) Individuals may deduct the costs 

only of drilling a well from the 

income from that well whether it 
is located inside or outside of 

Canada but may not deduct gen- 

eral exploration costs and of 

course cannot claim the costs of 

a dry hole since there should be 

no income to deduct the costs 

from. 

But other corporations which do 

not qualify for the special de- 

duction for drilling and explora- 
tion expenses may deduct the 
costs of drilling a well from the 
income of a well that is outside 

Canada subject to the same re- 

strictions as individuals. 

These other corporations are pre- 
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sumably corporations which, while 
not qualifying as “principal business” 
corporations under section 83A, have 
charters broad enough to permit oil 
and gas exploration and drilling activ- 
ities. It seems strange that other cor- 
porations should be granted the de- 
duction of drilling costs of a well 
outside of Canada and be denied a 
like deduction from the income of 
a well inside Canada. It may be such 
restriction was not intended but in 
any event the Regulations do not pro- 
vide for such a deduction. 


Recommendation: The Regulations 
should be amended to provide that 
all corporations may deduct drilling 
costs of a well inside Canada from 
the income of that well. 


REVOCATION OF ELECTION TO BE 
TAXED ON 1949 SURPLUS 
Section 105 

Under this section when a corpor- 
ate taxpayer elects to pay a tax on 
its 1949 undistributed income, it be- 
comes liable for any additional tax 
that may be found payable on assess- 
ment. 

The computation of undistributed 
income in many cases goes back as 
far as 1917 and frequently there are 
unknown or doubtful items, some of 
which may be quite material. An 
example might be where substantial 
additions are made to the undistrib- 
uted income arising from surpluses 
transferred from predecessor com- 
panies of which the taxpayer may 
have had no knowledge. 

Because of the possibility of ma- 
terial differences arising in the com- 
putation of undistributed income due 
to unknown factors, the difficulty of 
adequately determining all the facts 
of particular transactions after a num- 
ber of years, the existence of differ- 
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ences of opinion on interpretation of 
the law, and the possibility of honest 
errors, a large additional amount of 
tax may be assessed that the taxpayer 
is unable or unwilling to pay. 


Recommendation: It is, therefore, re- 
commended that the taxpayer be 
given the right to revoke an election 
and recover tax already paid under 
this section where the assessed tax 
exceeds the estimated tax by more 
than a prescribed percentage. 


TAX-PAID UNDISTRIBUTED INCOME 
Section 105(1), (5) and (8) 

Where a taxpayer fails to pay any 
additional tax assessed under section 
105(1) within thirty days from the 
day of mailing the notice of assess- 
ment, he is liable to pay the addi- 
tional tax but can receive no benefit 
from the payment because subsec- 
tions (5) and (8) limit the amount 
on which the tax is deemed to have 
been paid to 100/15th of the tax paid 
with the election or within thirty days 
of the date of mailing the notice of 
assessment. 

In certain cases valid reasons may 
exist why the additional tax is not 
paid within the prescribed time. 


Recommendation: It is accordingly 
recommended that with respect to 
any additional tax actually paid after 
thirty days from the date of mailing 
the notice of assessment, the tax-paid 
undistributed income should be in- 
creased by an appropriate amount in 
respect of any such additional tax so 
paid. 


NON-RESIDENT COMPANIES 
Regulation 412(3) 
Regulation 412(3) limits the 


amount of taxable income subject to 
allocation to prescribed provinces to 
the taxable income earned in Canada 


and limits the amount of salaries and 
wages to be used in this allocation to 
the total salaries and wages paid to 
employees of the permanent estab- 
lishments in Canada. However, there 
is no corresponding limitation on the 
amount of gross revenue to be used 
for the purpose of this allocation. 
This appears to be an oversight 
which requires correction in order to 
avoid hardship to any company 
affected. 


LEASEHOLDERS, PATENTS, 
FRANCHISES, CONCESSIONS, 
LICENCES 
Regulation 1100(1)(b) 

Under regulation 1100(1)(b) the 
capital cost allowance for leasehold 
property is computed separately in 
respect of each property and on a 
straightline basis, although all of 
such leasehold property constitutes 
one class under class 13 of Schedule 
B. The same is true under regulation 
1100(1)(c) of patents, franchises, 
concessions and licences described in 
class 14 of Schedule B. Under sec- 
tion 20(1) and regulation 1100(2), 
however, all of a taxpayer’s property 
of one of the classes described is 
lumped together for the purpose of 
recapturing capital cost allowances 
and claiming a terminal allowance. 


Recommendation: It is recommended 
that a taxpayer have the right to 
elect that each item of property de- 
scribed in classes 13 and 14 of Sched- 
ule B constitute a separate class so 
that the recapture and terminal pro- 
visions, as well as the percentage de- 
duction provisions, may apply to each 
property separately and that, once an 
election is made, it be binding on the 
taxpayer and not changeable except 
with the consent of the Minister. 


~~ 
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COURT PROCEDURES IN TAX 
APPEALS 


(a) Reduction of the $400 Security 
for Costs 


In appeals to the Ontario Appeal 

Court no Security for Costs is re- 
quired regardless of the amount in- 
volved in the Court below. An ap- 
peal, too, can be taken to the Su- 
preme Court of Canada by a deposit 
of merely $50 in any patent, copy- 
right or trade mark matter whatever 
arising in the Exchequer Court of 
Canada, and a deposit of $500 in 
any other appealable case regardless 
of whether millions are involved or 
not. The $400 security require- 
ment of the Exchequer Court is out 
of line and should be reduced. The 
taxed and other costs in appeals to 
the Exchequer Court including the 
costs of stenography now charged to 
the parties under items 1 and 2, page 
129, relating to “Shorthand Writers” 
are a sufficient protection against 
frivolous appeals. 
Recommendation: Section 98(4) ot 
the Income Tax Act be amended to 
reduce the requirement of $400 
Security for Costs in appeals to the 
Exchequer Court to $200. 


(b) Limitation on Appeals from the In- 
come Tax Appeal Board 

Only the Crown can afford to ap- 
peal a tax involving under $1,000 
to the Exchequer Court. Appeals to 
the Board may be limited because, if 
the taxpayer is successful there, the 
Crown may appeal to the Exchequer 
Court, where a tax case involving say 
$200 could cost the taxpayer over 
$1,000. With special leave (S.C. 
Act section 84) the Crown could take 
the taxpayer even to the Supreme 
Court on a $200 tax matter. 
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Recommendation: Unless taxes in ex- 
cess of $1,000 in the taxation year 
are involved, there be no appeal 
from the Board to the Exchequer 
Court except with leave of the Ex- 
chequer Court and then only in speci- 
fied cases such as the following: 

(1) The $1,000 total taxes limit 
would over a period of years as, 
for instance, where the item is 
a recurring one, be exceeded; or 
The Crown states that a ques- 
tion of law is involved which 
should be settled by a higher 
Court. In such cases, the Crown 
would be obliged to pay the 
costs of the taxpayer in all sub- 
sequent appeals regardless of the 
outcome. No security for costs 
would be required of the tax- 
payer on appeal to the Supreme 
Court, since the taxpayer cannot 
be liable for costs if this sugges- 
tion is adopted. 


(2 


— 


(c) Appeal from the Income Tax Appeal 

Board to the Supreme Court of Canada 

At present, in an important case, 
which will, in all probability be ap- 
pealed to the Supreme Court, the 
parties to the appeal must go through 
the Exchequer Court after the de- 
cision of the Income Tax Appeal 

Board. This may be reasonable in 

many instances but not helpful in 

others. 

Recommendation: An appeal from 

the Income Tax Appeal Board direct 

to the Supreme Court of Canada 
should be provided for, when,— 

(a) the parties consent and over 
$10,000 in taxes is involved; 
or 

(b) when a Judge of the Supreme 
Court grants leave. 








BY PETER{C. BRIANT, M.B.A., C.A. 


Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 

“RECOMMENDATIONS ON ACCOUNTING 
PRINCIPLES: EvENTs OCCURRING AFTER 
THE BALANCE SHEET DaTE’; issued by 
The Institute of Chartered Account- 
ants in England and Wales. The Ac- 
countant, October 19, 1957, pp. 465- 
466. 


After clearly distinguishing be- 
tween “events which should be dealt 
with in the accounts” and “events 
which may need to be disclosed 
otherwise than in the accounts”, this 
statement concludes with the follow- 
ing recommendation: 


Events which, at the time of preparing 
annual accounts, are known to have oc- 
curred after the balance sheet date, should 
not normally be taken into account in pre- 
paring accounts unless: 


(a) They assist in forming an opinion as 
to the amount properly attributable, in 
the conditions existing on the balance 
sheet date, to any item the amount of 
which was subject to uncertainty on 
that date; or 

(b) They arise from legislation affecting 
items in the accounts, for example 
changes in taxation, or are required 
by law to be shown in the accounts, 
for example appropriations and pro- 
posed appropriations of profit. 


The foregoing recommendation concerns 
the extent to which events occurring after 
the balance sheet date need to be dealt 
with in the accounts for the period ended 
on that date but events which are prop- 


erly excluded from those accounts may, 
nevertheless, be of such importance that 
they need to be disclosed to shareholders 
through some other medium... . 


“THe Task OF MANAGEMENT — Part 
I” by H. W. Martin, The Accountants’ 
Journal, October 1957, pp. 74-79. 


This, the first of a two-part article, 
deals with the organization of a large 
commercial office. Representing a 
distillation of principles gleaned from 
the author’s experience, it is recom- 
mended to all accountants in industry. 


Some excerpts: 

People make an office: 

. . . the office is a social group. That 
means that the accountant must have 
a range of skills quite apart from his 
techniques as an expert in double-entry 
jargon. In short, he must resemble the 
ideal manager — he must be a leader. 
5 is He must understand and_ like 
people despite their foibles; he must be 
the personnel manager for his own de- 
partment, with ability to delegate, in- 
spire, train and develop staff; he must 
be an educator; he must be articulate so 
he can express himself clearly, both 
orally and in writing; he must be reso- 
lute and practical... . 

The task of management: 

. . . It is for the organization structure 
as eventually developed that the ac- 
counting system must be_ tailor-made. 
It is fundamental that the accounting 
system must fit the business, not the 
reverse .... 

Qualifications of the accounting manager: 
Our ideal man must have the ability 
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to manage, in its widest sense; a man 
who is always searching for improve- 
ments; who is open-minded; who is alive 
to new developments. He must be a man 
with an objective fact-finding approach; 
prepared to learn from professional jour- 
nals and texts . . . He must, of course, be 
a trained accountant, particularly in cost 
and management accounting, but he 
must also have an extensive knowledge 
of the business and its organization .. . 
he must have a certain measure of .. . 
‘divine discontent’, so that he is never 
really satisfied with conditions as they 
OCs. 

Methods and procedures improvement: 

. it is safe to assume that if a writ- 
ten procedure is more than a year old, 
it is out of line with current practice, 
or is not as simple, direct and efficient 
as it could be . a 


AUDITING 


“How Can THE AupiTor Assist MAN- 
AGEMENT IN DEVELOPING ITs USE OF 
Operations ReEsEARCH?” by B. C. 
Kelleher. The Internal Auditor, De- 
cember 1957, pp. 43-51. 


Industrial auditors should study 
some of the literature on operations 
research so that they may advise 
management whenever opportunities 
for applying the technique arise, 
states the author of this article, a con- 
troller of a manufacturing company. 
Stressing that the auditor should not 
be expected to undertake the project 
himself, Mr. Kelleher sees the audi- 
tor’s role as one which may be con- 
veniently limited to visualizing the 
problem, determining whether or not 
operations research will be useful in 
finding a solution, and deciding what 
data will be required to assist in the 
project. “If the auditor’s only achieve- 
men is to have stimulated the interest 
of management in O.R.,” writes Kelle- 
her, “he has performed a valuable 
service...” 










BUSINESS 
“CanapA’s MopEL WorRKMEN’S INSUR- 


ANCE” by Eric Curwain. The Business 
Quarterly, Fall 1957, pp. 291-298. 


“Every working day, the Work- 
men’s Compensation Board of Ontario 
deals with more than 1,100 reported 
accident cases and at least one fatal 
accident,” reports Eric Curwain, a 
public relations consultant. “An in- 
jured person without compensation,” 
he continues, “would feel he had be- 
come one of the ‘Have-nots;’.. . . it 
is therefore a good industrial rela- 
tions plan... .” 


If Mr. Curwain’s figures for On- 
tario may be taken as representative 
of all provinces, Canadians have 
every reason to be proud of the ad- 
ministration of their compensation 
Acts in comparison with other coun- 
tries. Administration costs of work- 
men’s compensation in Ontario, for 
example, are said to consume 8c of 
every $1.00 received; the balance of 
92c goes to the treatment, rehabilita- 
tion and compensation of the injured 
worker. This is to be compared with 
the breakdown of costs in the United 
States where administration is con- 
sidered to be efficient if claimants re- 
ceive 50% of the funds collected from 
employers. 


In Canada, workmen’s compensa- 
tion is conducted at cost, whereas a 
large proportion of the money col- 
lected in the U.S. is used up in ad- 
ministration expenses, insurance com- 
pany profits, and overhead charges. 
The cost to Canadians would appar- 
ently increase if the scheme were to 
be turned over to private enterprise; 
the author cites one recent study 
which indicates that private insur- 
ance coverage of an exactly similar 
nature would, if written, cost five to 
seven times as much. 
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MANAGEMENT 
“CuRRENT TRENDS IN Top-MANAGE- 
MENT COMPENSATION by Dean H. 
Rosensteel. The Management Re- 
view, December 1957, p. 10 et seq. 
In a comprehensive survey, cover- 
ing 35,000 top-ranking executives in 
over 3,800 companies throughout the 
United States and Canada, the Ameri- 
can Management Association has 
found that the compensation levels of 
top management rose again in 1956 
and part of 1957. In a year when 
profits rose by 5%, the average in- 
crease in top-management compensa- 
tion is reported to have amounted to 
5.1% — the result of an increase dur- 
ing 1956 of 4.4% in salaries, 8.8% in 
payments under bonus or incentive 
plans, and 4.1% in contributions to re- 
tirement funds. This is to be con- 
trasted with an overall increase in 
top-management compensation of 
5.9% in 1955, a year in which profits 
rose by almost 25%. “Clearly then,” 
states the author of this report, “al- 
though profits are the most direct 
measure of top-management perform- 
ance, the rate of change is not direct- 
ly reflected in compensation . . . ” 


“Top MANAGEMENT AND Cost Repuc- 

.TI0N” by E. Lee Talman. The Man- 
agement Review, October 1957, p. 22 
et seq. 

Cost reduction and competition are 
not dissimilar in their impact on 
people: specifically they hurt, in gen- 
eral they are good. Achieving both 
is largely a matter of developing the 
proper climate. 


In Mr. Talman’s experience, the de- 
velopment of an internal climate con- 
ducive to successful cost reduction 
must start with the chief executive 
officer and continue with the entire 
line organization. While conceding 


the staff officers can help in achieving 
this end, he believes that opportuni- 
ties for improving profits will never 
be fully realized until those with final 
executive authority are willing to pay 
the price in time and consistent ef- 
fort. 

In Mr. Talman’s own organization, 
Lever Bros. Company, the achieve- 
ment of a climate which encourages 
and rewards imaginative thinking 
and accomplishment has resulted in a 
50% reduction in the accounting staff 
over a five year period. Despite the 
fact that salaries and machine rent- 
als have risen, overall accounting 
costs have been reduced by one-third, 
he says. 

One technique used by Lever Bros. 
can conveniently be employed by any 
other firm. Overhead, department 
by department, is reviewed on a 
staggered basis in advance of the time 
when the annual budget is finalized. 
“When plans are being finalized,” 
writes Mr. Talman, “it’s no time to 
give careful and critical attention to 
overhead costs...” 


PROFESSIONAL 

“A BLUEPRINT FOR APPRAISING AND 
Gumine Aupit StaFF” by William L. 
Campfield. The Accounting Review, 
October 1957, pp. 625-629. 

This paper presents a plan intend- 
ed to serve as a blueprint for insur- 
ing programmed appraisal, analysis, 
and counseling of both new and old 
members of an accounting firm. Rat- 
ing and appraisal of performance are 
expected by staff members, asserts 
the author, and it is a process that 
is always going on even though, at 
times, supervisors and managers are 
unaware of the fact. 

To introduce a greater degree of 
objectivity into the process, Mr. 
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Campfield suggests that three ele- 

ments should be present: 

(a) Performance requirements should be 
made known to all staff members and 
officials of the firm, and performance 
should be appraised in relation to such 
requirements. 

(b) The appraisal system should be active- 

ly used to improve the effectiveness 

of staff members’ performance and to 
strengthen relationships between staff 
members and supervisors. 

Appraisals of performance should be 

made at stated intervals, with both 

staff members and supervisors currently 
informed of performance status. 

The author outlines the steps in- 
volved in operating an appraisal pro- 
cess, illustrating his remarks with an 
exhibit of a minimum guide to per- 
formance requirements. 

This is an area of professional ac- 
tivity that accounting firms can ne- 
glect only at their peril, Mr. Camp- 
field warns. At a time when the pro- 
fession is expressing increasing con- 
cern over the shortage of broadly 
trained men for senior positions in 
accounting firms, he believes that too 
many firms have neglected to provide 
for the systematic development of a 
staff member. Too often, he writes, 
firms are made up of groups of 
specialists. 
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\ BOOK REVIEW 


Budgeting: Profit-Planning and Con- 
trol, by Glenn A. Welsch; Prentice 
Hall, Inc., Englewood Cliffs, N.J., 
1957; 510 pages; $7.95. 

In view of today’s emphasis on ac- 
countants being of service to man- 
agement, this volume should be most 
welcome at this time. Professor 
Welsch, of the University of Texas, 
deals with a basic management tool. 
Budgeting is perhaps accounting’s 
most positive way of helping man- 
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agement control the operations of 
business. 

This book is designed for a wide 
audience: management, accountants 
in industry or practice, and teachers. 
A typical comprehensive budget pro- 
gram is outlined and_ illustrated 
throughout the book. There are also 
questions and problems after each 
chapter. Accordingly, this book is 
suitable as a text for use in the uni- 
versities. 

The technical and managerial as- 
pects of budgets and the principles 
and procedures of budgeting are fea- 
tured. The way a budget program 
can aid management in planning, co- 
ordinating and control is emphasized. 
A complete budget program covering 
all phases of operations — sales, pro- 
duction, inventory, materials, pur- 
chases, direct labour, expenses — is 
included. Also dealt with are many 
related subjects such as_ variable 
budgets, breakeven analysis and bud- 
get reports. The coverage is compre- 
hensive. 

The level of the material ranges 
from elementary procedures to the 
less obvious. This is done with an 
understanding of the psychological 
factors involved and the practical 
difficulties encountered when dealing 
with people. There is ample refer- 
ence to actual cases, articles and 
authoritative opinions. 

If your company does not budget, 
then you certainly would be well ad- 
vised to look the book over. If you 
are just getting a budget program 
underway, then it could be a real 
practical help. If your present bud- 
get works well, unless it is perfect, 
you may find some improvements 
suggested by the discussion material. 

G. H. Warp, C.A. 
Toronto, Ontario 
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SHORTER NOTES 


“A Case STUDY IN THE DEVELOPMENT 
OF AN INTEGRATED DaTA PROCESSING 
AppLicaTion by J. M. Otterbein. 
Cost and Management, Sept. 1957. 


A rapid growth of business com- 
bined with a shortage of clerical per- 
sonnel created administrative prob- 
lems for the Group Department of 
an insurance company. Mr. Otter- 
bein relates, in this case study, how 
these problems are being solved 
through the installation of an inte- 
grated data processing system and 
outlines the steps taken in defining 
the problem, gathering the facts, in- 
tegrating forms and revising proced- 
ures, deciding on machines, and gain- 
ing staff acceptance of the change. 


“ProrFit-SHARING PLans” by Warren 
B. Cutting. The Journal of Account- 
ancy, December 1957, pp. 39-42. 

An analysis of three case histories 
illustrating how independent account- 
ants were able to solve management 
problems for clients by a specifically 
designed cash-profit-sharing incentive 
plan. In one case the incentive ap- 
plies to but one individual, in another 
the incentive applies to a manage- 
ment team of three, and in the final 
illustration the incentive covers an 
entire group of company employees. 


“Price LEVEL CHANGES, INVENTORY 
VALUATIONS, AND Tax CONSIDERA- 
tions’ by A. R. Cerf. The Account- 
ing Review, October 1957, pp. 554- 
565. 

This article illustrates the differing 
tax liabilities which result from vari- 
ous combinations of inventory valua- 
tion method, rate of price change, 
turnover rate and markup rate during 
a broad range of historically based in- 
flationary and business cycle price 
movements. The variables are com- 


bined in a manner representative of 
realistic business cycle and inflation- 
ary periods. The emphasis is on de- 
termining which combinations of 
variables are likely to yield significant 
differences in tax liabilities. 


“WiLL THE WuitE-CoLLAR UNIONS 
MAKE THE Grape?” by G. S. Odiorne. 
The Management Review, November 
1957, p. 18 et seq. 

An analysis by the manager of the 
AMA Personnel Division of some of 
the key factors bearing upon the 
probable outcome of the current drive 
in the United States to unionize the 
white-collar worker in the office, re- 
tail store and laboratory. Particular 
attention is given to the relationship 
of white-collar workers to both 
unions and management. 


“VaLuINnGc A Business” by M. R. Read. 
Accountancy, September 1957, pp. 
380-382. 

An excellent discussion of the 
valuation process by capitalizing ex- 
pected future profits, circumventing 
the question of the number of years’ 
profits that should be taken for good- 
will. Valuing a business, states the 
author, means answering two ques- 
tions: “What profits can be expected 
in the future? What is a fair yield to 
be expected from money invested in 
this concern?” 

The problems encountered in seek- 
ing to answer these two questions are 
discussed and illustrated. 


SELECTED READING 


Accounting 

“Ascertainment of Profit in Business” by 
C. I. R. Hutton; The Accountant, Oct. 19, 
1957; pp. 452-455. 

“The Layout and Design of Accounts” by 
E. J. Neman; The Accountant, Aug. 17 & 
24, 1957; pp. 186 et seq. 
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Accounting Research 


Auditors always prefer to issue 
“clean” reports but on occasion quali- 
fication of the report either as to the 
scope of the audit, or as to the 
opinion expressed, may be necessary. 
This situation presents the auditor 
with a most difficult problem to be 
faced in the wording of his report. 

Miss Gertrude Mulcahy has at- 
tacked this problem by examining the 
forms of qualifications or other com- 
ments found in the reports of com- 
panies included in the survey on 
which the 1957 edition of “Financial 
Reporting in Canada” is based. 


QUALIFICATION OF AUDITOR'S OPINION 

The auditor’s report is the medium 
through which the auditor communi- 
cates his opinion on the financial 
statements subjected to his examina- 
tion. He must make sure that his 
opinion is clearly stated and that 
nothing he says or leaves unsaid could 
result in misleading inferences or 
cause the reader to rely to a greater 
extent, than is intended, on the asso- 
ciation of the auditor’s name with the 
statements. For many years, consid- 
erable attention has been given to the 
importance of the content and word- 
ing of the auditor’s report in order 
that it may convey to the readers the 
precise meaning intended in the cir- 
cumstances. Standard forms have 
been developed and recommended 
by accounting societies in order to 
avoid unnecessary confusion arising 
from the variety of language used by 
auditors to communicate essentially 


Director of 
Research, C.I.C.A. 


the same thought. Analyses of the 
auditor’s report appearing in pub- 
lished annual reports show that there 
has been an outstanding trend to- 
wards uniformity of wording and 
clarity of expression. (See “Finan- 
cial Reporting in Canada”, 2nd ed., 
pp. 105 and 106, and “Accounting 
Trends and Techniques”, 11th ed., pp. 
215-222. ) 

The auditor’s report generally com- 
prises two distinct sections: the scope 
section, presenting the general nature 
of the work carried out, and the 
opinion section, setting out the au- 
ditor’s findings on the financial po- 
sition based upon his examination. 
These two sections are clearly dis- 
tinguished; the former is a state- 
ment of facts, whereas the latter is 
a statement of opinion. While the 
essence of the report is contained in 
the opinion section, the scope section 
is an essential feature in that it indi- 
cates the basis upon which the audi- 
tor formed his opinion. Intermediate 
paragraphs for qualifications or ex- 
planations are also introduced as 
special circumstances require. 


Types of Opinion 

Depending upon his findings dur- 
ing the course of his examination of 
the accounts and records, the audi- 
tor may express either an unqualified 
or qualified opinion, or he may dis- 
claim an opinion. 
UNQUALIFIED OPINION 

An auditor is justified in expressing 
an unqualified opinion if he “has 
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made an examination which included 
all procedures which he considered 
necessary in the circumstances, and is 
of the opinion that the financial state- 
ments ‘exhibit a true and correct 
view’ of the financial position of the 
enterprise at a given date and the re- 
sults of its operations for the period 
ended on that date.”! At this point, 
it should be noted that the expression 
of an unqualified opinion by the au- 
ditor should not be misinterpreted 
as a guarantee of the accuracy of 
the financial statements. The man- 
agement of an enterprise is directly 
responsible for the financial state- 
ments. The auditor may assist and 
advise management with respect to 
the form and content of them, but, in 
the final analysis, they constitute the 
representations of the company. The 
auditor's representations are confined 
to and stated in his report-upon the 
statements. An unqualified expres- 
sion of opinion should be regarded as 
assurance that the auditor is satisfied 
that, to the best of his knowledge, 
the financial statements, taken as a 
whole, correctly reflect the overall 
picture. 


QUALIFIED OPINION 

.. If the auditor has concluded that 
the financial statements, taken as a 
whole, generally present a fair pic- 
ture, but has been unable to satisfy 
himself completely on some important 
aspect, or thinks that some part of 
the financial position or operating re- 
sults is not adequately presented, he 
should qualify his opinion. In so do- 
ing, he must of course indicate the 
nature of the reservations and excep- 
tions which precluded an unqualified 
expression of opinion. The criterion 
for justification of this type of opin- 
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ion is that the qualifications, limita- 
tions or exceptions are not deemed 
to be so material as to negate the 
opinion as to the fairness of the state- 
ments as a whole. 


DENIAL OF OPINION 

In circumstances where exceptions 
are so material or the scope of the 
examination so limited as to render 
valueless any expression of opinion on 
the statements as a whole, the audi- 
tor should refrain from expressing an 
opinion. If he permits his name to be 
associated with the financial state- 
ments, he should state that he is not in 
a position to express an opinion and 
clearly indicate his reasons therefor. 

Table 54 of “Financial Reporting 
in Canada”, 2nd ed., shows the types 
of opinion contained in the auditor's 
report on the financial statements of 
the 300 Canadian survey companies 
for the years ended in 1956, 1955, 
1954, 1953. Each year, at least 73% 
of the opinions were unqualified, and 
4% -5% were qualified. In the re- 
maining cases, it was not clear 
whether the opinion was intended to 
be qualified or unqualified. These re- 
ports were expanded to include addi- 
tional comments and explanations, 
but the language employed did not 
state that the auditor was taking ex- 
ception or modifying his opinion as 
to the fairness of the statements. 

There were uno instances in which 
the auditor disclaimed an opinion. As 
pointed out in the commentary to 
Table 54, “Since this present analysis 
was restricted to published annual re- 
ports, it would be unrealistic to ex- 
pect that there would have been any 
instances in which the auditor stated 
that it was impossible for him to ex- 
press any opinion concerning the fair- 
ness of the statements as a whole. If 
such were the case, the report would 
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certainly not be released for publica- 
tion until steps were taken to remedy 
the deficiencies which prevented the 
auditor from expressing an opinion.” 


Reasons for Qualifications 

Circumstances leading to a quali- 
fication of opinion usually involve 
either audit procedures or accounting 
procedures, and can be classified in- 
to the following broad categories: 

(i) Limitations in the scope of 
examination — omission of certain es- 
sential audit procedures resulting 
from restrictions imposed upon the 
auditor either by the client or by par- 
ticular circumstances. 

(ii) Failure on the part of manage- 
ment to follow generally accepted ac- 
counting principles — disagreement 
on the part of the auditor as to ac- 
ceptability of the accounting treat- 
ment and form of presentation fol- 
lowed by management. 

(iii) Lack of consistency in ac- 
counting principles followed in the 
financial statements in comparison 
with those previously followed— 
changes in basis of accounting treat- 
ment not indicated in the financial 
statements themselves, affecting their 
comparability with those of prior 
years. 

(iv) Uncertainties as to position— 
contingencies, the net effect of which 
neither management nor the auditor 
can determine at the date of the re- 
port. 

Table 55 of “Financial Reporting in 
Canada”, 2nd ed., sets out the nature 
of the limitations and exceptions dis- 
closed in the auditor’s reports on the 
financial statements of the 300 Cana- 
dian survey companies in which the 
opinion was specifically qualified. 
The principal reason for qualification, 
in each of the four years analyzed, 
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relates to accounting procedures and 
involves inconsistencies or inadequa- 
cies in the procedures followed by 
management. The most common 
specific qualification each year con- 
cerns the provision for depreciation. 
The eleventh edition of “Account- 
ing Trends and Techniques”, pages 
223 and 225, provides analyses of the 
reasons for qualification disclosed in 
the auditor’s reports on the financial 
statements of 600 American indus- 
trial companies. It is interesting to 
note, that, as in the Canadian reports, 
the vast majority of the qualifications 
resulted from changes in the applica- 
tion of or deviations from generally 
accepted principles of accounting. 


Presentation of Qualification 


Both from the point of view of the 
information for the users of the finan- 
cial statements and for the protection 
of the auditor, it is imperative that 
qualifications of the auditor’s opinion 
be expressed in such a way as to 
leave no doubt as to the extent to 
which the exceptions affect the ade- 
quacy of the financial statements or 
of the work performed by the aud- 
itor. Proper presentation of a quali- 
fied opinion requires two things: a 
clear indication that the opinion is 
limited or modified and full dis- 
closure of the reasons why. The 
former is usually accomplished by the 
use of such modifying phrases as 
“subject to .. .” or “except that. . .” 
in the opinion paragraph of the re- 
port. With respect to the latter, 
“Codification of Statements on Audit- 
ing Procedure” prepared by the Com- 
mittee on Auditing Procedure of the 
American Institute of Certified Public 
Accountants points out that: “Any ex- 
ception should be expressed clearly 
and unequivocally as to whether it 
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affects the scope of the work, a spe- 
cific item in the financial statements, 
the company’s procedures (as regards 
either the books or the financial state- 
ments) or the consistency of account- 
ing practices where lack of consisten- 
cy calls for exception. To the extent 
practicable, the effect of each such 
exception on the related financial 
statements should be given.” 

The exact location of the details of 
the limitations and exceptions, of 
course, varies with the particular 
conditions encountered by the aud- 





itor. Where audit procedures are 
involved, the details are generally in- 
cluded in the scope section of the re- 
port. Where accounting procedures 
are involved, the details are frequent- 
ly stated in a separate paragraph im- 
mediately preceding the opinion sec- 
tion or, if they can be expressed 
briefly, are included in the opinion 
paragraph. 

The following are examples of the 
methods of presentation and extent 
of disclosure used by Canadian ac- 
countants in this respect: 


“No provision was made in the year ended December 31, 1956 for accruing de- 
preciation in one subsidiary, the normal annual charge for which would amount to 


approximately $42,000. 


“The reduction in the 1956 depreciation charge is referred to in a footnote to the 


statement of profit and loss. 


Except for this reduction. ............. 


» 
eee ee eee 


“Included in current liabilities are provisions and reserves which in our opinion are, 
in the aggregate, approximately $2,250,000 in excess of the actual liabilities. 


, subject to the exception noted in the preceding 


“The dividends received during the year from the Subsidiary Company included 


in the Profit and Loss Account of ........ 


Limited did not exceed the earnings 


of the Subsidiary Company for the year. The balance of accumulated profits at the 
credit of the Subsidiary Company’s Surplus Account amounting to $67,462 at April 30th, 
1956 have not been included in the accounts of .................. Limited. 


Subject to the above, ................. 


eee ee ece 


“No direct verification has been made by us on Accounts Receivable or in con- 
nection with advances to Lumber and Pulpwood Contractors. 


Suvject to the above, ................. 


“As explained in Note 2 of the Notes to Consolidated Financial Statement, property 





and equipment purchased for an amount of $5,000,000 and transferred to the United 
States subsidiary were recorded on the books of the subsidiary as determined by its 
officers, predicated in part upon appraisals made by the Consolidated Appraisal Com- 
pany. The auditors of the United States subsidiary reported that they were not in a 
position to pass upon amounts allocated to property and equipment not covered by 
such appraisals. 


.., Subject to the comments in the preceding paragraph,...... 
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Ambiguous Expression of Opinion 

Unfortunately, the opinions ex- 

pressed in some reports are rather 
ambiguous. Tables 55(b) and 56 in 
“Financial Reporting in Canada”, 2nd 
ed., classify these types of reports 
into two categories: 
1. Those which include an expres- 
sion of opinion modified by the 
phrase “Subject to the foregoing” 
or “Subject to above” preceded by 
more than one explanation or 
comment without any clear indica- 
tion of whether all or just a por- 
tion thereof was responsible for 
the qualification. 
Those which include comments, 
explanations and __ information 
without a definite indication, in 
the opinion paragraph, whether 
such expansions, in effect, consti- 
tute a qualification of the auditor's 
opinion. 
Reports in the first group fall short 
in satisfying one of the basic funda- 
mentals of proper presentation of a 
qualified opinion: full disclosure of 
the reasons for qualification. Al- 
though the auditor provides the 
means of determining the possible 
reasons, a reader of the report must 
make his own decision as to which of 
the expansions of the report leads to 
the modification of the auditor's 
opinion. Few readers are competent 
to make such an evaluation and, if 
they do come to some decision, it may 
be contrary to the auditor’s inten- 
tions. 

Reports in the second group are 
deficient in that comments drawing 
attention to special features are left 
to stand by themselves without any 
connecting link with the expression of 
opinion. A reader must make his own 
decisions as to the extent to which 
the comments affect the overall ade- 
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quacy of the financial statements and 
of the work carried out by the aud- 
itor, and as to whether the auditor’s 
opinion is qualified or unqualified. If 
such comments are included by the 
auditor in order to indicate a modifi- 
cation of his opinion, they become 
qualifications and should be stated or 
referred to as such in the opinion 
section of the report. 

Table 56 of “Financial Reporting in 
Canada” shows that the vast majority 
of the comments appearing in this 
type of report refer to audit proce- 
dures. The most common type, in 
each of the four years analyzed, is 
a reference to work dene by other 
auditors in connection with subsidiary 
companies or branches. It is gen- 
erally agreed that the auditor must 
assume responsibility for determining 
the minimum scope of examination 
required in each engagement in order 
to form an opinion on the financial 
statements. Because of the lack of 
any modifying phrase in the opinion 
section of the report, a reader would 
be justified in assuming that the aud- 
itor did not consider it necessary to 
examine the records of the subsidi- 
aries or branch himself. This of 
course then raises the question as to 
why such a reference is included in 
the report. Is it intended merely as 
an informative disclosure in no way 
affecting the auditor’s acceptance of 
full responsibility for the financial 
statements? Or does it mean that the 
auditor believes the financial state- 
ments to be true and correct accord- 
ing to the information he has re- 
ceived, but that he is not prepared to 
accept the responsibility for the ade- 
quacy of information taken from the 
accounts of the consolidated subsidi- 
aries not audited by him since that 
responsibility rests with the auditor of 
the subsidiary in each case? 
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In some reports, the scope section 
is expanded by references to limita- 
tions in specific audit procedures or 
by a statement to the effect that the 
auditor did not make a detailed audit 
of all transactions. The subsequent 
unqualified expression of opinion im- 
plies that the auditor did not con- 
sider the omitted procedures neces- 
sary. However, a reference to them 
immediately arouses suspicion as to 
the adequacy of the actual examina- 
tion, and places doubt upon the re- 
liability of the financial statements 
and the auditor’s opinion. 


Auditor’s reports are sometimes ex- 
panded to provide factual explana- 
tions or information which the aud- 
itor believes should be made known 
to the reader. Such expansions should 
not be interpreted as qualifications of 
opinion. In order to avoid confusion 
and misunderstanding, the auditor 
should make every effort to have 
management include such informa- 
tion and explanations as footnotes to 
the financial statements. They are in 
effect representations which should 
be made by management, not the 
auditor. 


a — 


oe —— 
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Edited by GEOFFREY H. WARD, C.A. 


Practitioners Forum 


STAFF MANUALS 

A very good case can be made as 
to the necessity for office or staff 
manuals, They can increase the effi- 
ciency of a firm’s operations, improve 
the quality of the work, provide a 
means of controlling the manner in 
which the work is done, and aid in 
the establishment of uniform proced- 
ures. On the other hand, there are 
obvious disadvantages. They are 
very costly to prepare and may cause 
undesirable rigidity in procedures, 
and there is a practical difficulty in 
keeping them up-to-date. 

Ample evidence exists to support 
these views. Most large, well coordi- 
nated firms have office manuals. Most 
small firms do not. 


United States 

One source of material on office 
manuals is the CPA Handbook. In 
Chapter 7, there is a discussion of the 
extent of the use of manuals, their 
revision, types of binders, and con- 
tents. Included are examples of a 
stenographic style manual and a staff 
manual. In addition, examples of re- 
view questionnaires, audit procedure 
outlines, instructions for the prepara- 
tion of financial statements and in- 
struction data on tax procedures can 
be found in the Handbook, as well 
as information on a filing manual. 

Replies to a questionnaire sent out 
by the American Institute indicated 
that about half the firms had manuals 
covering general staff regulations and 
audit procedures, one-third on state- 


ment forms, report preparation, steno- 
graphic instructions, one-fourth on tax 
returns and filing, and one-fifth on 
review instructions. 


Charles S. Rockey 

The author of “Accountant’s Office 
Manual”, Charles S. Rockey, CPA, 
managing partner of Charles S. 
Rockey and Co., Philadelphia, is an- 
other excellent source of material on 
manuals. In his book he devotes six 
pages to comments on the use and 
purpose of report manuals and a list 
of their contents. Also included, 
is a specimen 16-page employees’ 
manual which contains sections head- 
ed: introduction to the firm, office 
code, audit procedures, general in- 
structions and general policies. This 
specimen is quite brief but would 
serve as a good starting point. Then 
there are four pages of detailed in- 
structions for typists. 

His firm’s office and staff manual, 
loose-leafed, multilithed, has 335 
pages. The office part, 78 pages, is 
arranged alphabetically by subject, 
ranging from “absence” to “where- 
abouts of individuals”, and includes 
such topics as “annual bonus, bulletin 
boards, desk housekeeping and 
whereabouts of files, employees ter- 
mination clearance, foyer table, or- 
ganization chart, outside activities, 
personal characteristics and conduct, 
and telephones”. 

The staff part, 222 pages, has major 
sections on field work, audit proced- 
ures, reports, system work, taxes and 
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working papers. Also dealt with are 
such topics as “natural business year, 
unnecessary writing, and management 
services’. The third part, 35 pages on 
punctuation and the use of words, 
helps improve the standard of report 
writing. 

Obviously, Mr. Rockey’s firm must 
believe a manual is of considerable 
value, else they would not have spent 
the time to prepare such a compre- 
hensive one. Mr. Rockey made a 
limited number of copies of his firm’s 
manual available to other practition- 
ers. We are indebted to him for this 
unselfish contribution to the account- 
ing profession. 


Canadian Views 

In order to obtain some factual 
data on the procedures of Canadian 
accountants I wrote to several mem- 
bers of the Practitioners Forum panel. 

One sole practitioner doubts 
whether many firms have office man- 
uals and feels that it is not really 
necessary that he have one. He goes 
on to say that if he did want one, the 
cost should not be too heavy as the 
preparation would be done a bit at a 
time, and the manual would be typed 
and run off in the office. He fears 
“that an office manua! might provide 
a too rigid set of instructions, and so 
tend to remove his staffs necessary 
originality. On the other hand, he 
recognizes that for a larger firm an 
office manual is needed to provide 
protection for the partners, as they 
cannot give individual attention to all 
phases and details of the work, and 
to help ensure uniformity. He feels 
that perhaps the larger firms would 
be willing to let smaller ones have 
some of their material, which then 
could be condensed and rewritten for 
the use of the small firm, thereby 
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providing them with a manual at a 
minimum of cost. 


Another practitioner, a partner in 
a firm with two small branch offices, 
advises that they have no office man- 
uals but do have a “Memorandum 
re Office Routine”. This comprises 
three foolscap pages dealing with 
“timesheets and expense vouchers’; 
“audit files and routines”. Here they 
set out the order for filing working 
papers and describe the audit check 
marks to be used. They also have a 
“memo on inter-office routine” cover- 
ing preparation of billings to clients, 
branch bank and cash accounts, and 
accepting new audits. Another memo 
on policy matters, including partici- 
pation in community activities, com- 
pletes their office memoranda. 


This practitioner questions whether 
the preparation and maintenance of a 
large manual would be worth the 
cost. He feels that the main advant- 
age would be in setting forth stand- 
ard auditing procedures covering rou- 
tine items such as the form of bank 
reconciliation. Other areas he feels 
should be covered are the form of fi- 
nancial statements and reports, ethics 
and relations with clients. 


Another practitioner feels that 
where there are less than ten em- 
ployees the need for a manual will 
not be pressing. Accordingly, a short 
one will probably suffice. When his 
firm passed 20 employees in size a 
manual became necessary for efficient 
functioning. Its preparation was a 
difficult task because the growth that 
gave rise to the need for a manual 
kept the partners so busy they could 
hardly find time to write one. How- 
ever, by concentrated effort over a 
year and by leaving some contro- 
versial matters until later, a manual 
was produced. One of the intangible 

















TSR 


PRACTITIONERS FORUM 


benefits was that the need to state 
policies in writing forced the part- 
ners to determine standard practices 
and uniform procedures. Prior to this 
clarification of their position, some 
policies had been left undecided with 
a lack of uniformity and efficiency in 
the administration of the firm. 


The manual of this firm comprises 
some 200 pages, is in loose-leaf form, 
and has four main parts. The first 
part, general information, includes 
data on the history of the firm, office 
and staff policies and employee bene- 
fits. The second part, office proced- 
ures, deals with such matters as as- 
signments to jobs, library facilities 
and letter writing. The third part is 
for the stenographic department. The 
fourth part, engagement procedures, 
covers both tax and audit work. Their 
manual also includes a complete set 
of standard working papers for a hy- 
pothetical company. The responsi- 
bility for its preparation and keeping 
it up-to-date is shared by all the part- 
ners and the office manager. 


A sole practitioner advises that he 
has the use of an office manual pre- 
pared by one of the larger firms but 
naturally cannot expect them to keep 
his copy up-to-date. Of course, it 
will become obsolete. He feels that 
there is no doubt about the import- 
ance and benefit of an office manual 
but that the cost of preparation is 
prohibitive for the small firm. 


The extent to which preparation of 
office manuals presents a_ practical 
problem is illustrated by a comment 
from a practitioner in an efficient and 
successful firm with eight partners 
and several offices. He agrees with 
the advantages of an office manual, 
yet reports as follows: “We do not 
presently possess an office manual of 
any kind. We have talked at several 
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partners’ meetings of the desirability 
of having such a manual in order to 
standardize both our procedures and 
our methods of reporting. To date I 
can only say that our intentions have 
been good but that our accomplish- 
ments have been nil.” 


Summing Up 

The views of another panel mem- 
ber sum up the situation very well. 
“The national firms and many of the 
large local firms do have manuals of 
a type. The smaller multiple office 
firms and the medium-size local firms 
should have a fairly comprehensive 
staff manual as it would undoubtedly 
pay many times over for the time in- 
vested. The smaller firm and the sole 
practitioner have to think more of al- 
ternatives and of a rudimentary man- 
ual. However, there is no reason why 
the sole practitioner, whenever he 
spends time working out a solution to 
a recurring problem, whether a tech- 
nical, policy or administrative one, 
should not make notes of his solution. 
These notes could form the beginning 
of his staff manual.” 

In the May column, I will mention 
a few of the different types of man- 
uals and discuss alternative courses 
of action available to meet the need 
for manuals. 


FEE SURVEY 

The Colorado Society of Certified 
Public Accountants’ Research Bulletin 
No. 1, August 1957, “Fee Survey” 
contains the results of a comprehen- 
sive statistical analysis of a question- 
naire sent to members of their so- 
ciety. Among the interesting facts 
reported in this bulletin are the fol- 
lowing: 

A majority of firms plan to raise 
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fees for existing clients and new 
clients in 1957. 

The firms outside Denver consist- 
ently show a higher percentage of 
chargeable accountants hours than 
the Denver firms. The larger firms, 
regardless of location, show the high- 
est percentage, possibly because of 
the greater feasibility of changing 
the size of staff in small fractions. 
The relationship of chargeable hours 
to total hours was 83.5% for account- 
ing personnel and 60.3% for secre- 
taries. Larger firms usually have a 
higher billing rate for secretarial 
hours but the smaller firms have a 
higher percentage of chargeable sec- 
retarial hours. 

Gross fees were derived from the 
following sources: tax work 25%; 
bookkeeping 21%; no-opinion state- 
ments 19%; audits 19%; management 
advice 10%; other 6%. Tax work 
yielded the highest billing rates. 

The following are the arithmetic 
mean hourly rates billed: overall 
$6.48; secretaries $2.98; juniors $4.31; 
intermediates $5:65; seniors $6.64; 
supervisors $8.88; principals $9.49. 


Goop Writinc — A NECESSITY TO THE 
~ Goop Auprr REPORT 

“To write really good comments in 
an audit report is a peculiarly diffi- 
cult and frustrating task; difficult be- 
cause involved technical matters must 
be expressed in language under- 
standable by persons without com- 
parable technical training; frustrating 
because the auditor’s major concern 
is with auditing, not writing. 

“This situation is not conducive to 
confidence in one’s writing ability. 
Yet the accountant, who must always 
think clearly and has a flair for tak- 

ing pains, should write superlatively 





well. Some accountants have made 
a mental hazard of writing,. believing 
there is some antagonism between it 
and accounting. If this were true, 
the great body of our splendid ac- 
counting literature would never have 
been written. 


“We all learned early in life the 
rudiments of grammar — or where to 
find them. We learned how to spell 
— or where to look for correct spell- 
ings. With these preliminaries, one 
or two good reference books and an 
unabridged dictionary, the account- 
ant is as well equipped as he needs 
to be to write correctly. With prac- 
tice and love of his task, style and 
effectiveness may also be his. 


“Because, in an audit report, we are 
writing about our client’s innermost 
financial affairs, what we write 
should, theoretically, interest him. 
We cannot hold his interest, however, 
if we talk all around the subject, 
load our comments with trite, ab- 
stract, and meaningless words, and in 
general act as if we are bored with 
the whole thing. And we are not 
bored really. We have reached a 
point in our work where we have a 
great many important things to say 
and we are bursting to say them, but 
we are bothered by the mechanics of 
putting them down on paper. 


“To recast a certain number of sen- 
tences so that we will not be the first 
word in 30% of them; to find interest- 
ing variants for the ubiquitous this 
item, this amount consists of the fol- 
lowing, etc.; in short, to make the com- 
ments sound as if they had been writ- 
ten out of the warmth of our own 
thinking, and not from last year’s 
copy, is one of the toughest jobs in 
report writing” .... 

—From the N.Y. Certified 
Public Accountant. 

















Tax Review 


BY A. WILLARD HAMILTON, C.A. 





Four ITAB JUDGMENTS 
The “Review” this month has been 
devoted to brief analyses of four re- 
cent judgments of the Income Tax 
Appeal Board, which decide ques- 
tions of somewhat general interest. 


Farming — Chief Source of Income 

The taxpayer, W. R. Grieve, who 
had operated a fruit farm at Vernon, 
B.C., for some 50 years, was allowed 
a deduction of one-half only of the 
cash farm loss suffered by him in the 
years 1953 and 1954. He appealed the 
assessments maintaining that he 
should have been allowed the full 
amount of the losses claimed (includ- 
ing the appropriate capital cost allow- 
ances) amounting to $6,539 and $4,- 
851 respectively. 

In prior years the Minister had con- 
sistently recognized the appellant as 
a farmer and had allowed any losses 
suffered. For 1953 and 1954 the 
Minister invoked the provisions of 
section 18 of the Income Tax Act 
holding that the taxpayer’s chief 
source of income was not a combina- 
tion of farming and some other source 
of income and concluded that he 
should be limited to a deduction of 
one-half of his farming loss—exclusive 
of capital cost allowances—as an offset 
against his investment income. 

Mr. Fisher, member of the Income 
Tax Appeal Board, recounted the 
facts relating to the taxpayer’s mode 
of business since June 1907 when he 
and his father purchased the farm 
property in Vernon, B.C., and in- 


dicated that the losses in the years 
under review were largely attribut- 
able to somewhat depressed condi- 
tions in the business and very severe 
climatic conditions which had been 
encountered from time to time. 

It was noted that the taxpayer had 
income from the sale of livestock, 
fruits and vegetables, crops and seed 
amounting to something in excess of 
$2,200 in each of the years involved, 
but that the expenses of operation 
greatly exceeded such income. Mr. 
Fisher reviewed the reasoning in the 
Exchequer Court judgment in the 
Robertson case (where it was found 
that a “hobby” farmer had not been 
operating for a sufficient period of 
time to earn any appreciable amount 
of income) and, in distinguishing 
therefrom, decided that it was open 
to him to determine “that the tax- 
payer’s chief source of income, even 
for the years in which he suffered a 
net loss on his farming operations, 
was nevertheless a combination of 
farming and ‘some other source of in- 
come’, — in this case, income from in- 
herited capital or as beneficiary of 
an estate.” 


There is another point, however, 
which is of considerable interest in 
this case. This is the fact that the 
assessments for the years 1953 and 
1954, which were appealed, were in 
each case re-assessments. No allega- 
tion was made by the Minister that he 
had not considered the provisions of 
section 18 when the original assess- 
ments were issued, and Mr. Fisher 
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concluded that since the Minister and 
his officials were fully conversant — 
or should have been conversant — 
with all the provisions of the law (in- 
cluding section 18) a determination 
must have been made, prior to the 
issuing of the original assessments, to 
the effect that the taxpayer's chief 
source of income was a combination 
of farming and investments. That 
being the case, it was his opinion that 
the Minister had no power to reverse 
or alter this determination when the 
re-assessments were issued for the 
years 1953 and 1954. While the 
original assessments appear to have 
been “quick” assessments, they were 
bona fide assessments under the Act 
and it must be presumed that they 
were made after consideration “of 
all relevant provisions of the Act”. 
This follows the judgment of the 
president of the Exchequer Court of 
Canada in Provincial Paper Limited 
v. Minister of National Revenue 
(1955). 


Minister’s Directive 

The long established and oft con- 
firmed principle that informal ar- 
rangements with the Income Tax Di- 
vision, including such widely accept- 
ed pronouncements as directives from 
the Deputy Minister of Taxation, 
have no standing in the application 
of income tax law is particularly well 
illustrated in the judgment of the late 
chairman of the Income Tax Appeal 
Board, Mr. Fabio Monet, in deciding 
against the taxpayer in the case of 
R. James Speers Corporation Ltd. 
under date of November 22, 1957. 

The one point at issue between the 
taxpayer and the Minister of Na- 
tional Revenue arose solely on a differ- 
ence of interpretation by the parties 
of the terms of Directive No. 263 per- 
taining to “basic herds”. In its finan- 
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cial statement for 1952, the taxpayer 
claimed that receipts of $37,552, of 
a total revenue of $38,803, were of a 
capital nature as representing the sale 
of part of its basic herd. The Min- 
ister assessed the full amount as being 
income subject to tax. A similar situa- 
tion occurred in 1953. 

Much evidence was adduced by 
the appellant in an effort to show 
that the provisions of Directive No. 
263 had been strictly adhered to but 
this was rather summarily rejected by 
Mr. Monet as being irrelevant, with 
the statement, “I do not intend to 
analyze this evidence and give an 
opinion as to who is correctly inter- 
preting Directive No. 263 — the ap- 
pellant or the respondent — for I find 
that such a directive issued by the 
then Deputy Minister of National 
Revenue for Taxation has no legal 
effect whatsoever, and I disregard it 
entirely.” (Italics added) 

It was shown from the evidence 
that except for a few horses, all 
animals sold by the taxpayer in 1952 
and 1953 were progeny of the animals 
in the basic herd. “That was exactly 
the purpose of the appellant’s busi- 
ness: to breed horses and sell them 
and, therefore, the profits realized 
from that business are taxable.” Mr. 
Monet found that no part of the 
sales made in 1952 and 1953 were 
on account of capital. 


Permanent Establishment 

There has been one previous case’ 
where the Income Tax Appeal Board 
found that the taxpayer had not car- 
ried on business in the Province of 
Quebec to the extent necessary to 
create a “permanent establishment” 
and so be entitled to an allowance 


1 Ronson Art Metal Works (Canada) Ltd., 
Sept. 18, 1956 
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TAX REVIEW 


for provincial taxes under the pro- 
visions of section 40 of the Income 
Tax Act. Now, in the case of Panther 
Oil & Grease Manufacturing Com- 
pany of Canada Limited (Oct. 4, 
1957) Mr. R. S. W. Fordham, mem- 
ber of the Income Tax Appeal 
Board, decided that the appellant has 
a permanent establishment in the 
Province of Quebec and consequently 
is entitled to the appropriate allow- 
ance for the portion of the profits 
deemed to have been earned in the 
Province of Quebec under section 400 
of the Income Tax Regulations. 


The company employed a sales 
force numbering at least 150 in the 
Province of Quebec in the year 1954. 
These salesmen were subject to the 
direction of a district manager, who, 
in turn, reported to a provincial or di- 
visional manager. The divisional man- 
ager, one Charles A. Tessier, main- 
tained, in the City of Hull, a well- 
equipped office at his residence where 
he kept on hand a substantial quanti- 
ty of the company’s products, his 
garage serving as a warehouse. Mr. 
Tessier drove about 50,000 miles per 
year and it was largely his adminis- 
tration and experienced direction 
which accounted for a volume of 
business of some $500,000 annually. 
Stationery supplied to Mr. Tessier 
from the company’s plant at Leaside, 
Ontario, showed his name, position, 
address and telephone number in 
prominent type. It is also important 
to note that each salesman had full 
authority to decide on the credit rat- 
ing of any new customer found, and 
all signed orders forwarded to Lea- 
side by salesmen in the Province of 
Quebec were, except in a very few 
and exceptional cases, honoured with- 
out question. 


In his judgment, Mr. Fordham in- 
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cluded the relevant paragraphs from 
subsection (1) of section 412 of the 
Income Tax Regulations, including 
the following: 

(a) “permanent establishment” includes 
branches, mines, oil wells, farms, 
timber lands, factories, workshops, 
warehouses, offices, agencies, and 
other fixed places of business; 

(b) where a corporation carries on busi- 
ness through an employee or agent 
who has general authority to con- 
tract for his employer or principal 
or has a stock of merchandise from 
which he regularly fills orders which 
he receives, the said agent or em- 
ployee shall be deemed to operate 
a permanent establishment of the 
corporation. 

He went on to state that section 
412 does not say that the “office” or 
“fixed place of business” must be that 
of the taxpayer itself. All that is re- 
quired is an office in which the busi- 
ness is done. The evidence showed 
that such offices were maintained by 
the divisional manager and by a num- 
ber of the district managers. Also, 
substantial quantities of the goods of 
the company were kept at these loca- 
tions. In his opinion the fact that 
such offices were maintained in 
private residences should not affect 
the matter. He concluded that the 
taxpayer had a permanent establish- 
ment in the Province of Quebec quali- 
fying under both paragraphs (a) and 
(b) above-quoted. 


Unexplained Misappropriation 

The Thayer Lumber Company 
Limited discovered a shortage of $8,- 
122 in its receipts for 1954 in April 
or May 1955, when the company’s ac- 
counts were balanced. The relative 
amount was deducted in computing 
its taxable income for the year 1954, 
and this was disallowed by the Min- 
ister of National Revenue on assess- 
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ment. After the loss was discovered 
the two principal shareholders, 
Messrs. Thayer and Elliott, first 
thought that there must be some ex- 
planation of the loss and it was only 
in December of 1955 that the loss was 
reported to the insurance company. 
After investigation the insurance com- 
pany refused to reimburse the com- 
pany or to accept any responsibility 
in the matter as there was no evi- 
dence that the vault had been broken 
into. 

At the hearing, Mr. Thayer re- 
ported in detail on the procedure fol- 
lowed in handling cash for a period 
of some 40 years since the business 
was established by his father in 1912. 
It would appear that such procedure 
left something to be desired in the 
matter of control and supervision, al- 
though a relatively few number of 
people had access to the books and 
the company’s vault. The taxpayer 
submitted that the money was lost — 
or never received — in the course of 
carrying on its business. It was con- 
tended that it was a taxpayer’s priv- 
ilege to conduct his business in what- 
ever manner he wished and that he 
was not under a duty to carry on 
business so as to produce a profit. 

~ Counsel for the Minister of Nation- 
al Revenue, however, maintained that 
‘the sum under consideration did not 
fall within the provisions of section 
12(1)(a) of the Act (an expense 
laid out for the purpose of gaining in- 
come), although he did admit that if 
it were shown that the money had 
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been taken by an employee the 
amount might be deductible. Since it 
was not known exactly what had hap- 
pened the amount, in his opinion, did 
not represent a deductible item. 

In the judgment, reference is made 
to the Imperial Oil case where the 
payment for damages and other costs 
incurred, as a result of a collision of 
one of the company’s vessels with an- 
other vessel, was found to have been 
an expense of carrying on business. 
It was there held that, in order to de- 
duct an expense, it is unnecessary to 
show that it earns income. 


In the present instance, Mr. Snyder, 
assistant chairman of the Income Tax 
Appeal Board, did not consider that 
the character of the loss incurred was 
altered by the fact that it was dis- 
covered in the spring of 1955 and 
that the taxpayer took no action until 
December of that year after the loss 
was confirmed by the accountant en- 
gaged to investigate the shortage. In 
his view, “the loss was an extraordin- 
ary event but, nevertheless, it occur- 
red in the usual routine of business 
activities”. The loss took place be- 
cause of a long standing practice of 
the founder, Mr. Thayer, Sr., adopted 
by his successor, the appellant com- 
pany, in assuming that all people are 
honest and “whether the moneys were 
taken by an employee of the company 
or by others is unknown but the loss 
occurred in the usual course of the 
appellant’s operations and is a de- 
ductible expense”. 





958 


> it 
ip- 
lid 


~ 


BY J. E. SMYTH, F.C.A. 


Associate Professor, 


Stu den ts Departmen t Queen’s University 





PROBLEM 1 
Final Examination, October 1956 
Auditing II, Question 6 (16 marks) 


A client informs CA that he has an opportunity to purchase a controlling 
interest in P Co. Ltd. The latest condensed balance sheets of P Co. Ltd. 


and its wholly-owned subsidiary S Co. Ltd. are as follows: 


BALANCE SHEETS 
as at December 31, 1955 


P Co. Ltd. S Co. Ltd 
ASSETS 
Reto cohort ens Richer aig Gai arg tal is Aiea Seale shal by $ 10,000 
PENNE WINE 252k org ile. dc dete AS udee SE as Faw Ween 253,000 90,000 
Inventories, at the lower of cost or market ........... 479,000 155,000 
NNN cS x fa aso raga iden Sh ncaiaud orasss Soa neo 54,500 3,000 
Investment in S Co. Ltd. at cost less dividend of $50,000 
representing surplus at acquisition received immediately 
leer MCNNS OF MINTED 5556s bas oie ea eects 122,000 
Cash surrender value of life insurance ................... 1,000 _ 
Be a. ee nr a sve ss LTEOGO 461,000 
Accumulated depreciation ....... sue echo’ oh bee chs: Rionmuaraaae ( 577,000) ( 275,000) 
P. Co. Ltd. — preferred shares ae tsa — 2,000 
- 35,000 


P. Co. Ltd. — advance 


$1,543,500 $ 481,000 





LIABILITIES 
Bank loans and overdraft . $ 133,000 $ 10,000 
Accounts payable .... SRR aca Is Sins ests . 86,000 48,000 
S Co. Ltd. — advance o ‘ie Badia os: Sats 35,000 _ 
Income taxes payable .................. sf. SA 15,000 1,000 
Reserve for redemption of preferred stock ......... 13,000 — 
Sinking fund bonds 44% due 1964 .................. 180,000 ~ 
Serial bonds 4% due 1956/59 ....... er ee 78,000 _ 
RGR osc cine 4 stechaneind eS eat lA OE OE “rel 76,800 65,000 
Surplus arising from redemption of preferred stock out of 
RRPOINIERS So oOFG iw eeaantsatndos oas.c8 148,500 —- 
778,200 357,000 


ME OEEMUE: eso sgladeccar cae sss Mb aha odecees 


$1,543,500 $ 481,000 
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The capital stock of the two companies as at December 31, 1955 is made 
up as follows: 


AUTHORIZED ISSUED 
No. of No. of 
Shares Shares Amount 
P. Co. Ltd. 
5% cumulative redeemable preferred shares of a par 
value of $100 each ...................... 16,000 518 $51,800 


First preference as to assets and dividends. 

Without voting power unless six quarterly 

dividends are in arrears, in which event each 

share represents five votes 

“A” common shares of no par value ..... 20,000 2,000 20,000 

Fixed cumulative preferred dividend of 60 

cents. Participates share for share with “B” 

up to 15 cents after “B” receives 60 cents. 

Each share represents one vote if dividends 

are 90 cents in arrears. 


“B” common shares of no par value 5,000 500 5,000 
S Co. Ltd. 
Common shares of no par value (no change since 
acauisition by P Co. Titd.) 2. © 2... wee 10,000 6,500 65,000 


In addition to the above information, CA is handed the financial state- 
ments of P Co, Ltd. and S Co. Ltd. for the past five years on which a chart- 
ered accountant has expressed an unqualified opinion. CA notes that there 
are no arrears of dividends. The client requests that CA carry out whatever 
investigation may be necessary to report on the progress of the business. 
Required: 

(8 marks) (a) Calculate the consolidated book value of a 51% controlling 
interest in P Co. Ltd. as at December 31, 1955. 
(8 marks) (b) Outline the points which CA should cover in his report. 


A SOLUTION 


(a) Consolidated Book Value of 51% Controlling Interest in P Co. Ltd. as at 


December 31, 1955 
Allocation of Equity 


Equity of P Co. Ltd. Preferred ClassA Class B 
a . $ 76,800 $51,800 $20,000 $ 5,000 
Capital surplus .... 148,500 148,500 
Reserve for redemption ‘of 

preferred stock ....... 13,000 13,000 
Earned surplus ee es 778,200 778,200 
1,016,500 


Excess of book value of S Co. 
Ltd. over value on books of 
P Co. Ltd. ($422,000 — 


ORONO) sons c sss: 300,000 300,000 
Total consolidated book value ..... $1,316,500 $51,800 $20,000 $1,244,700 





Controlling interest — 51% of $1,244.700 = ....... 0... $ 634,797 
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(b) Points which should be covered in report to client 


g 


14. 


If the dividend requirements for the preferred and the “A” common 
shares are not met, the holders of these shares will assume control of 
the companies. 

A schedule of comparative profits for the past five years eliminating 
inter-company sales and charges and non-recurring profits and losses. 

A schedule of earnings per share on all classes of stock for each of the 
five years. 

Calculation of the return on book value of investment for each of the 
companies and for the companies combined. 

Statements of sources and applications of working capital and changes 
in working capital. 

A summary of the details of the sinking fund bond agreement. 

A schedule of the maturity dates and amounts of the serial bonds. 
Details of the life insurance policy. 

A schedule presenting the significant financial ratios for each of the five 
years (e.g., the operating ratio, and the inventory turnover ratio). 

A statement of the basis of costing inventories. 

A review of the depreciation policy of the companies. 


. A comparison of the earnings of the companies with those of the industry 


as a whole, if available. 

An explanation of the bank loan, including the necessity for it, and the 
security pledged. 

Analyses of sales and purchases indicating the extent to which sales are 
confined to large customers, and the number of material suppliers. 


Editor’s comments 


. 


The examiner reports that candidates were not penalized if in their answers to part 
(a) they assumed that class “A” shares would participate pro rata in surplus with 
class “B” shares. 








2. In the editor’s opinion, the following would be an alternative method of arriving 
at the solution for part (a): 
P CO. LTD. 
Consolidated Book Value of “B” Common Shares at 31 Dec. 1955 
Assets 
NUON Peet cits RS es ca No Roe ig OE ds Sil $ 48,000 
RRS MOUS. os 5. soi a asl BGR deeds or aed Hane ws . 343,000 
RENE ee RE eee oi BEL dla Hee EAE RR 634,000 
SEMEN 8A Suns Shea oda bl BA he 57,500 
Cash surrender value of life insurance ............... 1,000 
Fixed assets at cost less depreciation ............... 782,000 
$1,865,500 
Liabilities 
eo ears Cae ee ae ee Te ee 143,000 
RNIN IE: Bose lies Seah Sette giana ta. Wie Taio Gis ARNE 184,000 
Sir SARE ARAB los 2 iris 6-4 1p sao Dopnsca, cg 2Ow Is aarsereh 16,000 
EMRE ERNIE so Ds ar disse. ag bed acs aed a nnaraones 180,000 
RC SIL a 2c chit dk Silo aera a is ee 78,000 
551,000 


GL DPMINIONE ME io oa dss ave dois SARS wae ade 1,314,500 
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Deduct equity of preferred shares 
RNR ef pe Ros ii assy ehh da Kae RA AA RS ee 51,800 
RG EEE I MOD MIDS ooo ore otis as do bic lav Bkw antes e eh awe 2,000 
49,800 
1,264,700 
Deduct equity of class “A” shares ..................... 20,000 
eet tee NN TES HOE i Sis ob. Svcd Sas ee bidew pine Haas $1,244,700 
Controlling interest — 51% of $1,244,700 = .............. $ 634,797 








PROBLEM 2 
Final Examination, October 1956 
Auditing ITI, Question 4 (12 marks) 


Because of expanding business, J Manufacturing Co. Ltd., built a new 
factory building in 1950 and installed all new equipment in it. The company 
also continued to operate its old factory for the period from 1950 to the 
end of the 1954 fiscal year. 

At the beginning of 1955 there was a drastic drop in the company’s 
business and the old factory building was shut down. The management pro- 
poses that, in 1955, no provision should be made for depreciation on the old 
factory building and the machinery in it. They contend that, while the old 
plant is still useful, it is not in use and is therefore not wearing out, and 
that if such depreciation were provided, it would increase their costs, over- 
value their inventory and place the company in a poor competitive position 
to bid for business. 


Required: 
Discuss the proposal made by management. 


A SOLUTION 


Discussion of proposal that depreciation on old factory 

building and machinery be not recorded for 1955 

1. For accounting purposes depreciation is attributable to a combination of 
several elements, in particular to obsolescence arising from economic 
factors, to wear resulting from use, and to deterioration caused by aging 
through time. Consequently depreciation cannot be said to cease entire- 
ly when operations are stopped. Depreciation, particularly on the build- 
ing, is probably more a function of time than of use. 

2. Management is correct in arguing that depreciation increases costs, but 
costs cannot be reduced by ignoring it. The company has a plant which 
is subject to depreciation and its method of accounting is designed to 
recognize such cost. If costs are being incurred it is better to recognize 
the fact than to report misleading financial results on which future de- 
cisions may be based. 
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3. Depreciation on the old building and machinery need not go through 
the inventory account and affect the figure for closing inventory. De- 
preciation on the idle plant and machinery should be excluded from 


manufacturing factory service if it is a significant amount. It should be 
set out as a separate charge against operations, and need not be con- 
sidered in setting prices on a competitive market. 

4, The reduction in assets which is continually taking place as a result of 
depreciation must either be recovered in revenues realized under com- 
petitive trading or acknowledged in a direct or indirect reduction in 
shareholders’ equity. 


PROBLEM 3 
Intermediate Examination, October 1957 
Accounting 1, Question 1 (10 marks) 


The president of E Co. Ltd., incorporated under the Companies Act 
(Canada), wishes to know whether the company’s financial statements, pre- 
pared by the company’s accountant, are in accordance with good accounting 


principles. 


He asks CA to comment on each of the following: 


2) 


(i) 


(iii) 
(iv) 
(v) 


(vi) 
( vii) 
( viii) 
(ix) 
(x) 


Improvements to leased premises costing $185,000, of which 
$95,000 has been amortized, are shown on the balance sheet under 
the caption “Deferred Charges” and described as: 

“Leasehold Improvements, at cost less amounts written off— 

$90,000”. 
Reserves for commissions payable and reserve for contingencies are 
shown on the liability side of the balance sheet under the heading 
“Reserves”. 
The description of capital stock on the balance sheet does not 
mention the number of shares authorized. 
20% of the proceeds of the sale of common shares of no par value 
has been added to the balance of earned surplus. 
A stock dividend which was paid during the year has been charged 
to the account “Excess of appraised value of fixed assets over cost”. 
The balance of this account had been unchanged for seven years. 
The financial statements make no reference to a special common 
cash dividend of material amount which was declared five days 
after the balance sheet date. 
On the statement of profit and loss, no details of sales revenue or 
cost of goods sold are reported. 
Expenditures made on account of future business are charged as a 
selling expense on the statement of profit and loss. 
All amounts shown on the financial statements have been adjusted 
to the nearest dollar. 
There is no mention on the financial statements of the fact that E 
Co. Ltd. has guaranteed a bond issue of its wholly-owned subsidi- 
ary company. 





274 


THE CANADIAN CHARTERED ACCOUNTANT, MARCH, 1958 


Required: 
CA’s comments as to the presentation and disclosure of each of the above 


items. 


A SOLUTION 


Comments as to the presentation and disclosure of items on the financial 
statem onts 


(i) 
(ii) 


(i) 
(iv) 


(vi) 
(vii) 
( viii) 


(ix) 
(x) 


The presentation of leasehold improvements would be improved by 
showing their original cost and the amounts written off to date. 

The so-called “Reserve for commissions payable” is a liability (prob- 
ably a current liability) and it should be shown as such on the balance 
sheet and described merely as “Commissions payable”. This balance 
should not be designated as a reserve. The Reserve for contingencies is 
an allocation of earned surplus and should be shown as such in the 
shareholders’ equity section of the balance sheet. 

The description of capital stock on the balance sheet is not complete 
without a disclosure of the number of shares authorized. 

The 20% allocation of the proceeds of the sale of no par value shares 
should be segregated from earned surplus and described as “Dis- 
tributable surplus” with an indication that it represents contributed 
rather than earned surplus. 

The stock dividend should be charged to Earned surplus account 
rather than to “Excess of appraised value of fixed assets over cost”. 
The special common cash dividend of material amount declared five 
days after the balance sheet date should be disclosed in a footnote 
or in explanatory comments. 

A complete analysis of the operating results of a business requires a 
knowledge of its sales revenue and cost of goods sold. It is desirable 
that these data be shown in most cases. 

Expenditures made on account of future business should not be in- 
cluded in selling expense but should instead be shown as a deferred 
charge or prepaid expense on the balance sheet. 

The adjustment of all amounts shown on the financial statements to the 
nearest dollar is good accounting practice. 

The parent company’s guarantee of a bond issue of its wholly-owned 
subsidiary is a contingent liability of the parent company and good 
accounting principles require that it be brought to the attention of 
shareholders of the parent company. 


PROBLEM 4 
Final Examination, October 1957 
Accounting I, Question 1 (22 marks) 


The executor of the estate of J prepared the following information re- 
lating to the assets of the estate as at July 1, 1956, the date J died: 
(#) Cash in bank and in house ... spec eee eee cece eee neces : $ 25,000 
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(ii) B Co. Ltd. 4% bonds, interest payable May 1 and 
Novernver: Liat ValGe sos. labs es v5.8 de eas ooh raat oe $150,000 
Cost of bonds at date of purchase ........... ..... $135,000 
Market value at date of death and 
ot date: OF fronate: ..... ...02.5. paneer maaee s OO 
(iii) Life insurance issued on J’s life: 
(1) Payable to estate — premiums paid by J ...... ...... § 80,000 
(2) Payable to N Co. Ltd.. — premiums paid by N Co. Ltd. 30,000 
(3) Payable to wife — premiums paid by J ......... she cereal 20,000 
(iv) Automobile — purchased in 1955 at a cost of ......... wae § 6000 
Estimated market value at date of death and 
AAU OIE MEE 2 isp nck. Se Rtg bien seces . $4,000 
(v) Residential property — purchased in 1948 at a cost of wee. § 45,000 
Estimated market value at date of death and 
SUSE Ch ols) ho) 0) 1. hhh a ee . $51,000 
There was a $10,000 5% mortgage on the residence. 
Interest thereon, payable quarterly, March 1, June 1, 
September 1 and December 1. Interest due on June 
1, 1956 had been paid. 
(vi) Mortgage receivable on local real estate ............... . $ 10,000 
Interest at 6% per annum quarterly on January 31, 
April 30, July 31 and October 31. Interest due April 
30 had not been paid as at date of death. 


The terms of J’s will provided for: 
(i) Bequests as follows: 
$3,000 to the deceased’s church 
1,000 to the Canadian Red Cross 
2,000 to housekeeper 

(ii) J's daughter is to get the car. 

(ttt) The income from the estate is to go to J’s wife and on her death the principal 
is to be divided equally between his daughter and son. 

In the last ten years of his life, J had made the following gifts to his family: 

(4) In April 1951, $10,000 Government of Canada bonds to his wife. The mar- 
ket value thereof was $9,500 at date of transfer, and $9,750 at date of death 
and at date of probate. 

(ii) On July 380, 1953, $15,000 Government of Canada bonds to his daughter. 
The market value thereof was $14,500 at date of transfer, and $14,650 at 
date of death and at date of probate. 

(iii) In June 1955, $30,000 in cash to his son on which J paid the gift tax. 

The cash transactions reflected in the executor’s records for the period July 1 to 

December 31, 1956, were as follows: 


Cash Receipts 


July 4 Cash transferred to trustee $ 25,000 
July 30 Proceeds from life insurance policy payable to estate ...... 30,000 
Sept.30 Sale of B Co. Ltd. bonds — full settlement of a and 
interest to September 80, 1956 .................... «+» - S51,000 
Nov. 1 Mortgage held on local real estate foreclosed .......... xi 9,405 
ec, 1 Witerest on: Gs. Ge.. ER: DORs: cscs oidsnsiecie de ees race 8,750 


$219,155 
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Cash Disbursements 


July 15 
July 30 
Aug. 1 
Aug. 15 
Aug. 30 
Sept. 1 


Sept. 15 
Oct. 1 


Dec. 1 
Dec. 1 


Dec. 2 


Required: 


Se ME ene pie etc nies ad oie e's Shae oe $ 750 
Papen 40 Widow On OOOO 2.2. =. . es era ee ees 2,000 
Payment of debts existing as at July 1, 1956 ............... 3,000 
Ried RMN MS IEMINNUS oie oS su kins os kas Sole dad Secs 2,000 
Payment to widow on account ...................... 2,000 
Interest on mortgage on residential property for 
three months ended September 1 ..................... 125 
Redecorating one room of residence ....................... 400 
Purchase of $125,000 L Co. Ltd. 6% bonds at 98 plus accrued 
interest, interest due June 1 and December 1 ............ 125,000 
Principal and interest on mortgage on residential property ... 1,125 
Payment on account of succession duties and interest thereon 
Ferm Sloe ne eis bh a does Oe ir een oem eek Gloag 5,500 
PNM ME NIREID 6 oo 208 tS rasan wien Was eo RAO L8 6,000 
$147,900 


(a) Your calculation of the “Aggregate net value” of J’s estate for suc- 
cession duty purposes. 

(b) Executor’s charge and discharge statements as to principal and as to 
income for the 6 months ended December 31, 1956. 


A SOLUTION 
ESTATE OF J 
STATEMENT OF AGGREGATE NET VALUE, JuLy 1, 1956 
SO ee hoe cn. erate ee ene othe Seen eee PEE 3 $ 25,000 
B Co. Ltd. bonds at eailion. FEN RRP NA iets fn 818 ; Se 148,500 
Interest accrued May 1 - July 1, 1956 pte Gnipd od G4 Recor 1,000 
Life insurance payable to estate ....... AST ie 9! 30,000 
Life insurance payable to wife ............... ; cae it rer 20,000 
mAMOMOnIIe Bt market 2... cee cee eee BRM yas. Sut 4,000 
pal eetate et moarket.. ... 6... eee ee pevelc fete sb arate 51,000 
NII INS 2 creo c 7 5 baa tk Sie dg 5 hee Ses Sopa aie i Senn eh ae: 10,000 
Accrued mortgage interest Fiery 4 - July 1, 1956 apt ie kis, +8 250 
Gifts within 3 years of death: 

To daughter $15,000 Dominion of Canada Bonds ............... 14,650 
pe A eS | ee 30,000 
$334,400 

Tess: Debts .......:.. ; MARL e hyd 4 we .. .$ 8,000 

Funeral expenses aan ore es 750 

Probate fees .......... See . 2,000 

Mortgage payable .............. P ody « ROMO 
Accrued interest payable ....... a cr ee fa 42 15,792 


Aggregate net value ATOR SOR Re Let bP RANE oe or ... $318,608 
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STUDENTS DEPARTMENT 
(b) 
ESTATE OF J 


Executor’s STATEMENT AS TO PRINCIPAL 
July 1, 1956 - December 31, 1956 


I charge myself with: 


Assets per inventory — Schedule A, below ................ 
I credit myself with: 

PRECIP OMMERE 2505 Sak ydaMie cea dod eae oda 

PPE OE OEE. 56 a Se a te ees pa WS he = 

Dewalt fees. oh as dc. Ie a ts aa ee tect sys Mops Sas Ratton la. 0 oes nce 


Interest on mortgage .... 
Payment of succession duties ................. 0020 eeeee 


Penis Gr CIR SOK i 95 5 Sas pre enew thea aes 


Loss on realization of mortgage — Schedule B, below 
Balance of principal 


Represented by: 
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$255,750 





$265,750 
10,000 $255,750 


Inventory Price Gain 


NOUR Bet rt cre sawsltdls. gi du Sauls acest: tote lola toad eee athe ee oes 

(ee coe Oo a a ree ee a ae 

APR CRUIAIT RODOEEY. aie Sods cage ces oan SAO RED Ou HEROS 

Less mortgage on property ....................0 0005: 
SCHEDULE A 

INVENTORY OF ASSETS 
July 1, 1956 
RI Ot ei A 6d tien ig Mas webs tin ES Sie aes $ 25,000 
RN NE RIE 3: I, 8 5 0S wiles Ss we Bs ra eevee rage w 3.0 148,500 
Or ae 1,000 
EME MRCMMEMMEM TNS OP Mig bri'as REA Shia RNS oa ma neaA 30,000 
eee 51,000 
Mortgage held on real estate ..................eeeeee 10,000 
PUNE RIPEN chores hrs 8k SS k Sha awne caeaee sees 250 
iREP ARS CM NIROD = os GR ee os ose A SS ee 
SCHEDULE B 
Loss ON REALIZATION 
Value 

Eife Iisarance POUNCE ©... ns seca cessesasaceees $ 30,000 
oe oe Ce Ce | nn ee a 148,500 
POM aa AMIONRRE SIMEON oasis sas aislvetia ee condleieun 1,000 
ce i 10,000) 
Me 5b kOe ce res aciararg niga emia whe 250) 


Realized (Loss) 


$ 30,000 — 
148,500 9 — 
1000 — 

9,225 ($1,025) 








278 THE CANADIAN CHARTERED ACCOUNTANT, MARCH, 1958 


ESTATE OF J 


Executor’s STATEMENT AS TO INCOME 
July 1, 1956 - December 31, 1956 


I charge myself with: 


fotewost on 1 Go. Lan. botds ....<.......00000%. $ 2,500 
Less accrued at date of death ................ 1,000 
Interest on foreclosed mortgage 

$200 
eee SAMS eG Sate Sh edt capitis 

$10,450 *° 
oe SA | ee 8,750 
Less accrued at date of purchase .............. 2,500 


Accrued interest L Co. Ltd. bonds, 
December 1 - December 31, 1956 ............ 


I credit myself with: 
Payments on account to widow ............... 
Interest on mortgage on residential property paid $ 250 
Less accrued at date of death .................. 42 


Redecorating room in residence ................ 
Interest on succession duties ................... 


Accrued interest on mortgage— 
1 month — 5% on $9,000 .................. 


Balance owing income (credit) ........................ 


Represented by: 


SERENE OPM Ss Sok eee sa Bae 
Less accrued interest — $625 — $388 ....... 587 
- $ 1,591 








Editor's Comments 


$ 1,500 


———_ $ 3,555 








$ 4,000 

208 

400 

500 

38 
——— $ 5,146 








($1,591) 








1. A considerable number of candidates submitted a statement of cash receipts and 
disbursements instead of a statement of charge and discharge. 
2. The points which gave the most difficulty were the apportionment of the mortgage 
proceeds, the accruals of interest on bonds and mortgage, calculation of the loss on 
realization of the mortgage, and determination of the assets making up the balance 
of principal and income. 











Alberta 

Christian, Kergan, Gerla & Berglund, 
Chartered Accountants, announce the re- 
moval of their offices to Rm. 3, Meadwell 
Bldg., 351 — 18th Ave. S.W., Calgary. 

S. Reesor Kaufman, C.A. has been ap- 
pointed vice-president and general manager 
of Great Northern Gas Utilities Ltd., Ed- 
monton. 

Gordon F. McClary, Robert J. Dunseith 
and Edmund A. George, Chartered Ac- 
countants, announce the merger of their 
practices. Henceforth the practice of their 
profession will be carried on under the 
firm name of McClary, Dunseith & George, 
Chartered Accountants, with offices at 
10019 — 108 St., Edmonton. 


British Columbia 

S. Tom Fry, C.A. announces the admis- 
sion to partnership of George A. Rigsby, 
C.A. Henceforth the practice of their pro- 
fession will be conducted under the firm 
name of Fry, Rigsby & Co., Chartered Ac- 
countants, with offices at 318 Reid St., 
P.O. Box 384, Quesnel. 

Max Propp, C.A. announces the opening 
of an office for the practice of his profes- 
sion at 3346 W. 41 Ave., Vancouver 13. 

William H. Clarke, C.A. and Norman 
J. Down, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Clarke, 
Down & Co., Chartered Accountants, with 
offices at Ste. 128, 851 West Hastings St., 
Vancouver 1, 


Manitoba 


George Aitken, C.A. has been appointed 
vice-president and comptroller of The Great- 
West Life Assurance Co., Winnipeg. 


Nova Scotia 


McDonald, Currie & Co., Chartered Ac- 
countants, announce the opening of an of- 
fice for the practice of their profession at 
206 Roy Bldg., Barrington St., Halifax. 


Ontario 

Gwendolyn C. Conmee, C.A. announces 
the removal of her office to The Board of 
Trade Bldg., 11 Adelaide St. W., Toronto. 

Lawford M. Harris, C.A. announces the 
opening of an office for the practice of his 
profession at 8th Floor, 145 Yonge St., 
Toronto 1. 

Arthur A. Crawley & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 347 Bay St., Toronto 1. 

Ben Greenberg, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 237 Compton Ave., Ottawa. 

H. I. Holger Dietz, C.A. has been ap- 
pointed secretary-treasurer of Kerr Steam- 
ships Ltd., Montreal. 

N. P. Ovenden, C.A. has been appointed 
comptroller of the Procter & Gamble Co. 
of Canada Ltd., Toronto. 

Campbell, Glendinning & Dever, Chart- 
ered Accountants, and Glendinning, Jarrett 
& Campbell, Chartered Accountants, an- 
nounce that henceforth their practice will 
be conducted under the firm name of Glen- 
dinning, Campbell, Jarrett & Dever, Chart- 
ered Accountants, with offices in Toronto, 
Montreal, Brantford, Winnipeg, Calgary and 
Vancouver. 


Quebec 

McDonald, Currie & Co., Chartered Ac- 
countants, and Cooper Brothers & Co., 
Chartered Accountants, announce that the 
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firm of Coopers & Lybrand has extended its 
practice to Germany through the admission 
of Treuhand-Vereinigung A.G. of Frank- 
furt Am Main, Berlin, Hamburg, Karlsruhe, 
Cologne, Munich, Pirmasens, Saarbriicken 
and Stuttgart. 

Hyde & Houghton, Chartered Account- 
ants, Montreal, announce the admission to 
partnership of D. E. Howley, C.A. and W. 
G. Low, C.A. 

H. B. Savage & Co., Chartered Account- 
ants, announce their association with Le- 
gault, Legault & Co., Chartered Account- 
ants, for the practice of their profession, 
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with offices at 610 St. James St. W., Mont- 
real. 

Maurice Gold, B.Com., C.A. announces 
the formation of a partnership with Ronald 
R. Rush, B.Com., C.A. for the practice of 
their profession under the firm name of 
Gold, Rush & Co., Chartered Accountants, 
with offices at Ste. 41, Bank of Montreal 
Bldg., 1260 University St., Montreal. 

MM. Roger Messier, C.A. et Robert 
Jacques, C.A. ont formé une nouvelle 
société qui operera sous le nom de Messier, 
Jacques & Cie, C.A., Ste. 1, 455 ouest, 
rue Craig, Montreal. 


INSTITUTE. NOTES 


MANITOBA INSTITUTE 

At the annual convocation ceremonies 
of the Manitoba Institute on January 24, 
33 new members were welcomed into the 
Institute and presented with certificates of 
membership by J. A. de Lalanne, C.I.C.A. 
president. At the same time four members 
of long standing were elected Fellows of 
the Institute. They are Ward W. McVey, 
F.C.A., Stanley M. Milne, F.C.A., Edward 
J. Williams, F.C.A. and J. A. McQuaker, 
F.C.A., executive secretary of the Manitoba 
Institute. 


QUEBEC INSTITUTE 

Second Provincial Conference: The second 
annual conference of the Quebec Institute 
will be held at Laval University, Quebec, 
on Monday and Tuesday, June 16 and 17, 
1958. The Faculty of Commerce of Laval. 
University has kindly offered its facilities 
for the technical sessions, Residence and 
meal facilities will also be available at the 
university. 

Arrangements for the conference will be 
handled by the Quebec District Commit- 
tee of which Albert Garneau is president 


and Godfrey Gourdeau first vice-president. 
A Montreal committee under the chairman- 
ship of K. P. Farmer will assist the Que- 
bec committee. 

The 78th annual meeting of the Quebec 
Institute will be included in the confer- 
ence program. 

Members of all Institutes are cordially 
invited to attend. Quebec Institute mem- 
bers are specially urged to take an active 
part in the conference, its helpful technical 
sessions as well as its informal camaraderie, 
and enjoy the many attractions that make 
the provincial capital a mecca for visitors. 


Convocation: The 1958 convocation of the 
Quebec Institute will take place at the Ritz 
Carlton Hotel, Montreal, at 3.00 p.m. on 
Saturday, March 22. It is anticipated that 
a large audience will witness the presenta- 
tion of certificates to new chartered ac- 
countants and medals and prizes to win- 
ners in the recent examinations, including 
the C.I.C.A. gold medal for highest stand- 
ing in Canada to Norman Paul LeBlanc of 
Montreal. 


C.1.C.A. Conference: With the C.I.C.A. 
conference scheduled for September in 








HE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


List of Publications 


Books and Brochures 
Financial Reporting in Canada, 1957 ($4.00)° $5.00 
Accounting Terminology ..... 2.50 
Integrated and Electronic Data Processing 

in Canada 5 Sate 
Accounting for the Forest Product Industries ... 1.75 
Grain Accounting in Canada 1.25 
Municipal Finance in Canada pep ses: Ae 
Auditing Procedures, by Dell & Wilson ........ 1.25 
Should Small Business Incorporate? 25 
Directory of Chartered Accountants 6.00 
Chartered Accountant Examinations in Canada— 

a guide for students 


Examination Questions and Solutions 
Questions — 1950, 1952, 1953, 1954, 1955, 

1956, 1957 intermediate and final . .50 each 
Solutions — 1954, 1955 ..... 50 each 


Accounting and Auditing Research Bulletins 

Bulletin No. 2, and Nos. 4 to 14 inclusive .. .25 each 
(available in English and French) 

Binding Folder for bulletins ... . .25 each 


*Special price to members only 


Order these publications (postage prepaid) from 


The Canadian Institute of Chartered Accountants 
69 Bloor Street East Toronto 5, Ontario 
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Montreal, already a large committee of 
Quebec Institute members is at work on 
plans and arrangements calculated to make 
this the most successful conference in 
C.I.C.A. history. 


ONTARIO INSTITUTE 


Toronto Meeting: The Practising Members 
Discussion Group Committee of Toronto 
held a very interesting meeting on January 
14. Under the able chairmanship of J. R. 
M. Wilson, F.C.A., a panel discussed the 
management consulting services performed 
by practising C.A.’s. The panel included 
G. H. Cowperthwaite, C.A., G. Finlay 
Davis, C.A., H. C. Grant, Ph.D., and B. C. 
Willis, C.A. The panel, after defining a 
management consultant and agreeing that 
C.A.’s have the background for considerable 
consulting work, decided that other skills 
were also needed if a full service was to 
be offered. Small firms can enter the field 
but they must limit their engagements to 
those in which they are competent. The 
panel indicated clearly the difficulties of 
maintaining a large scale consulting depart- 
ment. High rates of remuneration, exces- 
sive travelling, time for research and gaps 
between engagements all add to the costs. 
This tends to offset the higher charges re- 
ceived for this work. It was agreed that 
it was natural for a practising firm to en- 
ter consulting work and that the audit staff 
was in an excellent position to bring the 

consulting services to the attention of 
clients needing them. Sixty-five members 
attended the meeting. 


Personnel Selection Tests: The council of 
the Institute has decided to discontinue 
the Kuder vocational and personal tests 
from the testing program. This change is 
the result of a report on the tests by Dr. 
Myers, Professor of Psychology at the Uni- 
versity of Toronto. His report indicated 


that while the orientation test was very 
useful in judging the likelihood of success 
in the Institute examinations, the Kuder 
test did not give such indication. The 
time taken to administer the test will be 
reduced by half and the charge will be 
lowered from $10 to $5. Tests may be 





arranged through the centres in Toronto, 
Windsor, London, Kitchener and Ottawa. 


Personnel Selection, Windsor: The testing 
centre has now been moved from the 
home of Dr. L. Wheelton to the home 
of Mr. W. J. Haydon, 1633 Victoria Av- 
enue, Windsor. Tests can be arranged by 
getting in touch with Mr. Haydon. 


Library: Recent additions are — “Financial 
Aspects of Health Insurance” by M. G. 
Taylor; Canadian Tax Foundation, 1957; 
pp. 102. “Forestry Tenures & Taxes in 
Canada” by A. M. Moore; Canadian Tax 
Foundation, 1957; pp. 315. “Guide to In- 
stalment Computations” by M. R. Neifeld; 
Mack Publishing Co., 1953; pp. 413. 
“Studies in the History of Accounting” by 
A. C. Littleton and B. S. Yamey; Richard 
D. Irwin Inc., 1956; pp. 392. Taxation 
Statistics, 1957” by Department of National 
Revenue; Queen’s Printer, 1957; pp. 130. 
“Theory of Inventory Management” by T. 
M. Whitin; Princeton University Press, 
1957; pp. 347. 


Aids to Automation: The Toronto Chapter 
of the Systems and Procedures Association 
has kindly invited all members to attend a 
one-day exhibit at the Royal York Hotel, 
Toronto, on March 20, 1958. The exhibi- 
tors will be firms selling equipment or ser- 
vices which help to promote office automa- 
tion. In the evening Harry S. Brown of 
R. L. Crain Limited will be the speaker at 
the dinner of the Association. Dinner 
tickets at $4.50 each may be ordered from 
V. A. Brown, Office Specialty Manufac- 
turing Co. Ltd., 240 Prospect Street, New- 
market, Ontario. 


Assistant Registrar: The president of the 
Institute is pleased to announce the ap- 
pointment on February 1, 1958 of V. Ralph 
Wood, C.A., as assistant registrar. Mr. 
Wood is a member of the Alberta and On- 
tario Institutes. 


Pre-Computer Clinic: NOMA is holding a 
two-day clinic at the Royal York Hotel in 
Toronto on April 21 and 22 on the prob- 
lems of evaluating the advantages of in- 
stalling an electronic computer. Institute 
members are invited and should register 
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Government of Canada Bonds 


and Treasury Bills 


Provincial and Municipal Bonds 


Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Domnruon Securities Grepn. Limirep 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 


Fourth Summer School in Accountancy 


McGILL UNIVERSITY, MONTREAL 
July 7 through August 1, 1958 


Students preparing for their examinations are again offered a 
four weeks period of intensive study of Accounting and Auditing 
principles and practice. Residence on the campus will be an essen- 
tial requirement to enable students to share fully in this brief ex- 
perience of university life. 

Tuition will be offered in each of the Intermediate and Final 
fields of study for the C.A. or similar accountancy examinations. 
In each case the published C.A. syllabus will be followed. Classes 
will be held, Monday through Friday, from 9 to 12 noon and from 
2to5 p.m. The week-ends will be left free. 

The school will be directed by Kenneth F. Byrd, M.A., B.Sc. 
(Econ.), C.A., Professor of Accountancy, and members of the 
School of Commerce or visiting professors will participate in the 
lecturing. 

Prompt application for further details should be made to the 
School of Commerce, Summer School in Accountancy, McGill 
University, Montreal. 
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with the National Office Management As- 
sociation, Willow Grove, Pennsylvania. The 
fee for non NOMA members is $75. 


B.C, INSTITUTE 


A. D. Peter Stanley, president of the B.C. 

Institute, and Hon. Robert W. Bonner, 

Attorney-General of British Columbia, chat 

with C.I.C.A. president James A. de La- 

lanne at the convocation of the B.C. In- 
stitute on January 18. 


Vancouver Club Formed: More than 200 
chartered accountants attended the inaug- 
ural luncheon of the Chartered Accountants 
Club of Vancouver on February 10, 1958 
in the ballroom of the Hotel Georgia. The 
following members were elected to the first 
executive: Ernest Burnett, John Carter, Gil- 
bert Gary, Floyd Harding, Richard Schulli, 
Roy Shand and James Sutherland. Hon- 
oured guests at the luncheon were Prof. 
E. D. MacPhee, dean of the faculty of 
“commerce and __ business administration, 
University of British Columbia; George E. 
Winter, senior member of the B.C. Institute; 
and A. D. Peter Stanley, president of the 
B.C. Institute. 


Prince George Association: At the January 
1958 meeting of the Prince George Chart- 
ered Accountants Association, C. A. Ramp- 
ton was elected president, and M. M. Thi- 
baudeau, secretary-treasurer for the 1958 
year. 


ONTARIO STUDENTS 
On January 23, 1958, Paul S. Deacon, 
investment editor of The Financial Post, 
addressed the Ontario Students Association 






on “The Stock Market”. In an absorbing 
talk Mr. Deacon outlined the why’s of the 
market’s movements in 1957 and gave 1958 
predictions. The 90 students present ex- 
pressed a continued desire for special topic 
meetings. Adult refreshments and a social 
period followed the meeting. 


VANCOUVER ISLAND C.A. CLUB 


The successful Victoria candidates in the 
final chartered accountant examinations 
were introduced to the club at a meeting on 
January 24. This was followed by a discus- 
sion on the possibility of assisting students 
to prepare for their examinations. A com- 
mittee, composed of Hugh Bardon, Henry 
Watson and Dennis Roberts, was formed to 
make definite arrangements for pre-examina- 
tion lectures or discussion sessions to be held 
in late August or September 1958. 


The speaker of the evening was Dr. 
Clifford Carl, Director of the Provincial 
Museum. 

Following the meeting, a technical ses- 
sion was held. Mr. C. E. Wesson, director 
of the local district tax office, outlined his 
organization and explained some of the 
operations of the Taxation Division. It is 
planned to have further technical sessions 
in the future. 


OTTAWA C.A. CLUB 


The luncheon meeting of the club held 
on January 16, 1958, was addressed by W. 
Bowker, Director of Information, Federal 
District Commission, who spoke on_ the 
national capital plan, illustrating his talk 
with slides. Prizes were presented by the 
club to the three successful candidates in 
the recent C.A. final examinations with the 
highest marks in the Ottawa area. They 
are: N. G. Ross, T. W. I. Kirkconnell and 
L. J. Rentner. 


WESTERN ONTARIO C.A. CLUB 


The C.A. Club of Western Ontario held 
its annual at home on Friday, February 28 
at the Hotel London. The evening fea 
tured a smorgasbord followed by dancing 
to George Tingey and his orchestra. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 
Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 
Closing date is 13th of preceding month. 


PITNEY-BOWES UNEMPLOYMENT IN- 
SURANCE METER — MODEL R.G.C. 
Excellent condition — Half price. 

ST. LOUIS BEDDING CO. LTD. 

5595 Papineau Ave. 

Montreal, Que. 

Tel. La. 2-3165. 


SENIOR ACCOUNTING AND FINAN- 
CIAL OFFICIAL required by large Van- 
couver company. Chartered accountant 
preferred with experience in industry. 
Good prospects for advancement. Age not 
over 40. Write giving experience and per- 
sonal particulars. All replies kept strictly 
confidential. Box 747. 


LATIN AMERICA: Career Opportunities 
for Experienced Accountants in Venezuela 
and certain other Latin American countries. 
International public accounting firm seeks 
capable candidates, single or married, with 
a minimum of three years public account- 
ing experience. Contracts are generally 
for two or three years and are renewable 
by mutual agreement. Attractive com- 
pensation combined with opportunity for 
advancement. Knowledge of Spanish de- 
sirable but not essential. 


Please submit complete summary of your 
qualifications and experience to Box 738. 





RECENT GRADUATES: Excellent oppor- 
tunity available with firm in small city in 
Ontario. Partnership in due course. Box 
dol. 





PRACTICE WANTED: Chartered Account- 
ant wishes to purchase an accounting prac- 
tice in Winnipeg. Partnership or succession 
agreement considered. Box 748. 


—————_————————— 


285 


ACCOUNTING PRACTICE WANTED in 
Montreal by purchase or succession agree- 
ment. Box 706. 


WANTED: A small to medium-size ac- 
counting practice in Toronto area through 
purchase or succession agreement. Box 750. 


POSITION WANTED: Chartered account- 
ant, B.Sc., extensive experience in public 
accounting and commercial fields, supervis- 
ory and management, with knowledge of 
IBM uses and application, desires position 
offering more opportunity for advancement 
in industrial or professional fields. Box 749. 


WELL ESTABLISHED expanding retail 
chain of furniture stores with head office 85 
miles from Toronto requires a chartered ac- 
countant with executive ability for the po- 
sition of comptroller. Excellent location. 
Salary open. Box 752. 


INVENTORY CERTIFICATES 
LIABILITY CERTIFICATES 


Blank, per 50 of either... $1.00 
Blank, per 100 of either. 


$2.00 


Available in English or French 
in blank only 


Postage or Express Collect 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


69 Bloor St. E., Toronto 5, Ont. 














BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - - - - Toronto 1, Ont. 


McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


302 Bay Street - - - - . - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP & COPE 


Barristers and Solicitors 


Royal Bank Building - - - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - -  -  -  - Montreal 1, Que. 





STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 





MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street . - - Regina, Sask. 








LIFE INSURANCE 





TOM CROOKSTON 
Specializing in non-cancellable disability insurance 
Individual, partnership, “key-man” 


THE PAUL REVERE LIFE INSURANCE COMPANY 
663 YoncE St., ToRONTO WALNuT 4-7733 





MORT. L. LEVY, C.L.U. 
Life Insurance Counsellor 


THE IMPERIAL LIFE ASSURANCE COMPANY OF CANADA, 320 Bay Street, Toronto 


NORMAN COWAN, C.L.U. 


Estate Planning Taxation Specialist Pension Consultant 
Business and Personal Life Insurance 


THE IMPERIAL LIFE ASSURANCE CO. OF CANADA, 11 Adelaide St. W., Toronto 


APPRAISER 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 
347 BAY ST., TORONTO, ONT. EM. 3-2023 
J. I. Stewart, M.Com., M.A.I. G. I. M. Youne, B.Sc., A.R.I.C.S. 











Annual Audit... 


The Annual Audit is obligatory and a 
means of verifying accounts. 

Prudent investment practice involves the 
periodic verification of security values 
for the attainment of objectives. 

We are pleased to offer the advice of our 
Portfolio Department to assist you in 
your Investment Program. 


Burns Bros. & Denton 

Limited 
Members: The Investment Dealers’ Association of Canada 
TORONTO + OTTAWA ¢ HAMILTON + WINNIPEG ¢ MONTREAL 


S pectalizin g in 


Professional 
Group 
Continental | Accident and 


Casualty | Sickness 


Company INSURANCE 


Canadian General Manager 58 Years of successful underwriting 
Ross D. HeErns Claims paid exceed $500,000,000 


HEAD OFFICE FOR CANADA, 160 BLOOR STREET EAST, TORONTO 





Canadian 


income 
tax 


for 


ACCOUNTANTS | , 


W. G. Leonard, F.C.A., Professor of 
Commerce and Director of Profes- 
sional Courses in the School of Com- 
merce and Administration, Queen's 
University. 


In the very short time this book has been available, teachers, students 
and practising accountants have given it “best-seller” acclaim! 


“Canadian Income Tax for Accountants” contains excellent 
explanations of the Income Tax Act, Income Tax 
Regulations and decisions from the Income 

Tax Appeal Board and Courts. 


Also included 
are practical every-day examples which convert abstract and difficult tax 
theory to the plain reality of the balance sheet and the financial statement. 


$7.50 


Phone your order in to-day or write to: 


CCH, CANADIAN, LIMITED 


NOWAAANVATANNNHMN® ANNAN NNMWHMNNN 


PUBLISHERS OF TOPICAL LAW REPORTS 


1200 Lawrence Ave. West REdfern 3335 
TORONTO 19, ONT. after Mar. 16 RUssell 3-3335 


* Of course! there is a special price for students. 








